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Wednesday, 
July 9, 195d. 


---On resuming at 10,00 a.m, 


Submission of 


THE BRITISH AMERICAN #QIL COMPANY LIMITED 


APPEARANCES: 
Mr. E.D, Loughney - Senior Vice-President 


Mr, D.L, Campbell - Senior Vice-President, 
British American Oil 


Mr, S.J. Anderson - Staff Engineering Adviser 
Mr dia carnels - Treasurer 


Mr, W.R. Sinclair - Counsel, Production and 
Pipeline Department 


THE CHAIRMAN: The Commission will now 
resume its hearing. Mr. Pattillo? 

MR. PATTILLO: Thank you, Mr, Chairman, 
This morning, Mr. Chairman, we are going to begin 
with a submission of the British American Oil 
Company Limited. Mr. Loughney and his group are 
here, and at our request, made in Calgary in the 
month of February, the company has spent a good 
deal of time in the preparation of a suggested 
formula to be used in whether or not there is gas 
at any time available for export in Canada, I 
would like to have that part of the submission 
marked as T-9-1. 


Then we have a further submission which 
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deals with the company's views on the policies 
which would best serve the national interest in 
relation to export of energy and the problems 
arising out of regulation and the extent of the 
authority that might be invested in an energy 
board, and that is contained in a red-covered 
binder, and I am asking that it be marked as 
T-9-2, 

Mr. Patterson is going to do the question- 
ing of the witnesses following their submission. 
Would you please proceed with the gas formula first, 
Mr, Loughney? 
o= EX oll NO. D913: Document entitled 


"Procedure for Determining 
Exportable Volumes of Gas", 


---EXHIBIT NO, T-9-2: Submission of the British 
American Oil Company Limited. 

MR, LOUGHNEY: Thank you, Mr, Fattillo. 

THE CHAIRMAN: Would you introduce your 
colleagues, Mr. Loughney? 

MR. LOUGHNEY: Yes. Assisting me in the 
first part of our presentation, on my right Mr. 
D.L. Campbell, senior vice-president, British 
American O11; Mr. S.J. Anderson, staff engineering 
Saviecr; i. Ma Rawwernelisand. Mr. W Rewoinclair, 

Procedure for Determining Exportable 
Volumes of Gas: This memorandum describes a 


recommended procedure for determining volumes of 
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gas surplus to Canadian and authorized export 
requirements, 

As stated in British American's submission 
to the Royal Commission on Energy, it is our opinion 
that the policy that will best serve the national 
interest in relation to the export of gas, is one permit 
ting the immediate export of quantities determined to 
be surplus to the forseeable needs of Canada, It was 
further stated in the Company's submission that sur- 
plus quantities should be determined by relating 
future requirements to future reserve trends. 

Trends in the Growth of Reserves: It is 
suggested that reserve trends be established from data 
made available annually by such authoritative 
sources as the Alberta Oil and Gas Conservation Board 
and the Canadian Petroleum Association, These data, 
when reviewed on a consistent basis, should provide 
a sound framework from which to develop reserve 
growth trends. 

We would suggest that corresponding cumulative 
gas production figures for Canada should also be 
recorded on an annual basis, so that cumulative 
original or virgin reserves can be determined. 

We are of the opinion that a projection of 
future reserve growth as at a particular date should 
be based on an examination of the industry's experience 
over the previous five year period, subject to revision 


each year, aS new reserve data become available. An 
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examination of reserve changes over too short a 
period, for example, one or two years, or too long 
a period, 15"to 20 years, is’ nov considered: diagnos-— 
LO LOL cae our pose. 

Trends in the Growth of Demand: Similarly, 
a demand forecast for five years should be prepared 
and revised each year. Estimates for this purpose 
Should be available from certain provincial authorities 
and from gas transmission and distribution companies 
serving Canadian markets. It will be necessary to add 
to Canadian needs the annual requirements of authorized 
export permits in order to arrive at a total estimated 
annual consumption figure. Export permits are granted 
as a total volume and remain fixed once they are 
authorized. In this procedure it is not intended that 
these authorized volumes be reduced following an annual 
review of supply and demand. 

Necessary Retained Reserve: For financing 
and other purposes it is generally required that pipe 
line companies have under contract initially, gas 
supplies sufficient to meet expected consumption rates 
for a period of approximately 20 to 25 years. So that 
Canadian needs can always be protected, we are of the 
opinion that pipe line purchasers and utility companies 
should review annually their gas reserve require- 
ments in relation to demand, and from time to time, 
place additional volumes of gas under contract to meet 


expected increases in consumption. If, during the 
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course of such annual reviews, it becomes apparent 

that a pipe line serving Canadian markets has not 
sufficient reserves under contract to meet 20 to 
25-year needs, the pipe line should be directed to 
secure the necessary additional volumes of gas. In 
this way the ratio of gas supply to demand existing 

at the outset of operations could be continuously main- 
tained, 

To the volume of gas necessary to meet future 
Canadian requirements there should be added the 
remaining quantity of gas already authorized for 
export. This total quantity we have defined as the 
necessary retained reserve. 

Reserves that exist at a particular date 
in excess of the necessary retained reserve should 
be considered as available for export. 

Procedure for Determining Exportable 
Volumes of Gas: Our procedure for computing, at 
any time, the gas available for export is to deduct 
from theestimated remalning reserve five years hence 
the necessary retained reserve at that date. Three 
methods of estimating future remaining reserves have 
been used for illustrative purposes. 

A graphical method of computing the various 
quantities of gas available for export at January 1, 
1953 is shown in Figure I. The statistical data 
employed in this memorandum have been derived from 


the same reference material used in British American's 
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earlier submission, and is summarized on Table I. 
The procedure followed in plotting Figure I 
has been as follows: - 

ie Future cumulative reserve growth over the next 
five years has been projected on the basis of 
1 T.C.F. per year (minimum for any one year 
in the past five), 2.71 T.C.F. per year 
(average for past five years) and 1,86 T,C.F. 
per year (average of the three lowest of the 
past five years), 

2. The cumulative consumption forecast of 
C nadian needs and presently authorized export 
has been plotted for the same five year period. 

Sr Cumulative consumption has been subtracted 
from the cumulative reserve to obtain the future 
remaining reserve. 

4, The necessary retained reserve, (calculated 
for this purpose at 25 years supply at current 
consumption rates) has been plotted for each 
year of the five year period. 

en At the end of the five-year period, the 
necessary retained reserve has been subtracted 
from the remaining reserve to arrive at the 


exportable surplus. 
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In view of the fact that estimates of 
future reserve growth and market requirements may 
change as reserve additions and market demand 
fluctuate from year to year, we are of the opinion 
tr t it would be prudent to use a future cumulative 
reserve projection based on the average of the 
reserve additions for the three lowest of the past 
five years. Pertinent data Lor the calculation of 
the exportable surplus on this basis at January l, 
1958, are as follows:- 

(a) The average reserve growth rate for the 
three lowest years out of the past five is 
1.86 trillion cubic feet per year. This volume 


would be used to calculate the reserves dis- 


covered in the period 1958 to 1962 and would 
be added to the cumulative reserve at the end 


of 1957 thereby giving a future cumulative 


reserve at the end of 1962, 


(b ) The remaining reserve at the end of 1962 
would be the cumulative reserve at that time 
minus the cumulative consumption, or 30,82 
bralivon wcubre> feet, 

(c) At the end of 1962 the necessary retained 
FTEeSserver MonlLaibe Plo s5 REL bon cubic feet), 

(d) Gas available for export is 13.47 trillion 


cubic feet. 


The above calculation is shown graphically on 
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During the past five years the minimum 
reserve added in any one year was 1.06 trillion 
cubic feet in 1954, while the maximum addition 
Weave. (a tril eon cubic Teet in 2953. 

As a matter of interest we have calculated 
the exportable surplus if the future reserve growth 
are is assumed to be one trillion cubic feet per 
year, comparable to the 1954 rate which was the 
lowest yearly addition during the past five year 
period, This exportable surplus amounts to 9.17 
Criviven cubic feet: compared to 13.47. trillion 
cubic feet if the lowest three out of five years 
are used and 17.72 trillion cubic feet if the 
past five year average or growth trend rate is 
applied. We feel that, the intermediate case 
represents a realistic method for determining the 


exportable surplus at any time, 


The pressing need of the industry today 
teuor a clararication, Of Pas “export policy, rather 
than a precise determination of exportable surpluses, 
so that exploration and development work may proceed 
without delay. We expect that the adoption of a 
Zao CxXvpont policy and this recommended procedure 
for determining exportable surpluses, will enable 
ChHhePandustryy vo proceed, in an orderly Manner, with 
the development of Canada's vast potential natural 
gas reserves. 

MR oO PATS UG : I think perhaps we will have 


the statement read too before we address any questions. 
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MR, LOUGHNEY: I would like to ask Mr. 
Sinclair to read the next statement, please. 

MR. SINCLAIR: The Royal Commission on 
Energy has requested The British American Oil 
Comynany Limited to present a submission with 
respect to the matters mentioned in clauses (a) 
and (c) of the terms of reference of the Commission, 
insofar as they relate to the petroleum industry. 

At the outset, we recognize that the 
task facing the Commission is diTficult and complex, 
and that the problems involved have no easy solution. 

There is agreement that it is essential 
to the best interests of Canada that her sources 
of energy be developed under a policy of maximum 
economic utilization, having regard to all 
elements Oliine Mavional interest involved. No 


one questions the desirability of determining: the 


principles and procedures to be applied in the 


administration of such aspects. of an energy policy 
as iall within the jurisdiction of the Parliament 
of Canada. it is recognized that present and 
future requirements for energy should be fully 

and systematically taken into account in granting 
iicenses for the export of energy or sources. of 
energy. 


The basic difficulty is the formulation 


ef these principles in some detail. and the 


development of practical procedures to put them 
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into effect within the framework of the Canadian 
Constitution, with due regard to the rights and 
desires of Canada and of its provinces. 

We feel that it 1s essential to consider 
earefuliy the nature of the problems with respect 
te oil and gas which have come to the Commission's 
attention during the course of the hearings so far. 
In this manner, answers to the questions raised 
by the terms of reference can be more readily found. 

One of the most important problems that 
exists, and to which the Commission has devoted 
much of 10s time, 15 the need for further markets 
Lorveas -and! tor) This problem is not primarily 
related to these substances as Sources of energy, 


but rather as commodities. Werrealize fully 


that the Commission is primarily concerned with 


oil and gas as energy sources. However, we be- 


ifeve that the questions of importance today arise 
from problems that relate to oil and gas as 
eommodities rather than sources of energy. We 
believe that there are, and will continue to be 
inthe Toreseeable Tuture, surpluses of oil and 
gas beyond the requirements of Canada. So long 
as etnies Situevl on ex sus, Marxevinge proolems tin 
respect to these commodities cannot be considered 


primarily in the iteent sor their being sources) Of 


energy. For some considerable time, matters 


relating to the exportation and importation of 
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gas and oil must be viewed essentially in the 
light of Canada's overall trade policy. ny 
possible consideration of tariffs, embargoes and 
quotas cannot be isolated, but must be examined 
invene Viento orsthe besiw interests) of  thernatvion 
as a whole. 

Considerable attention has been devoted 
tO pipelines during) the course of the Commission's 
hearings. We believe that oil and gas pipelines 
must be considered in the light of the service 
that they perform, They are essentially modes 
of transportation, and accordingly problems re- 
lating’ to them are essentially transportation 
problems involving considerations basically common 
to other forms of transportation, 

Concern has been expressed that there 
is not readily available. accurate statistical data 
as to the supply and consumption of gas and oil, 
which could serve as a basis for calculating 
Canada's future requirements for these substances. 
W believe: that to the extent such an inadequacy 
CxLSts,, 2b, Carmpibe vemedied Without undue difiieulty, 

Recognizing the vital part that oil and gas, 
both as sources of energy and as commodities, have 
now achieved in the national economy, we are con- 
cerned as to the extent to which the formulation 
and execution of policies with respect to these 
substances should be delegated to a Board or other 


agency. 
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We are firmly of the opinion that con- 
siderations relative to the administration of an 
energy policy, once determined, would affect so 
many interests that an agency of the federal 
government delegated this responsibility would be 
required to perform functions which we feel should 
more properly be exercised by Parliament or 
provincial legislatures. 4side from the constitue 
Tional Jamitacions invelved. we do.not reel. that 
these matters can be dissociated from considerations 
going beyond the energy aspects involved. 

The hearings of the Commission have been 
extremely valuable in pointing out many of the 
problems, which can arise in the functioning, of 
the oil and gas industry. It will generally be 
recognized that many of these problems developed 
out of situations that te arisen in Canada for 
the first time, It was perhaps inevitable that 
Gees cuLiies, wouldvarise anc chav certain. an-= 
consistencies and gaps in legislation and its 
application would appear. We believe that these 
matters can essentially be handled by amendments 
to existing legislation, and by applying this 
legislation so as to anticipate the problems which 


have been shown to exist. 
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We know that the Commission is well aware 
of the constitutional limitations involved, which are 
a matter of concern in nearly every phase of the 
problems under consideration, and their practical 
significance as pointed up by the submissions that 
have been made on behalf of several of the provincial 
governments. We have endeavoured to keep these 
complex constitutional limitations in mind in con- 
Sidering the terms of reference, as we are gravely 
concerned that the industry's efficiency and pros- 
pects may be seriously impaired if its operations 
should become involved in jurisdictional contro- 
versies. 

io 2s hi Phe Cnb) OF alt OL «the wporesoing 
considerations that we turn to a more detailed 


examination of the individual terms of reference, 


TERM OF REFERENCE "(a)" 

The policies which will best serve the 
national interest in relation to the export of 
energy and sources of energy from Canada, 

Cl Crude Oil, Refined Products and Other Liquid 
Hydrocarbons. 

In our opinion, the policy which will best 
serve the national interest in relation to the 
export of crude oil, refined products and other 
liquid hydrocarbons from Canada, is one that will 
enable these commodities to move freely in foreign 


commerce, and facilitate their reaching whatever 
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markets can be secured. Accordingly, so long 
as adequate supplies are available for Canadian 
needs, there should be no export duty on these 
producuss 

The machinery to ensure that these com- 
modities are surplus to Canadian needs has been 
established by the Exportation of Power and Fluids 
and Importation of Gas Act, (S.C. 1955, c. 14) and 
the Regulations established thereunder, and we 
believe that the Department of Trade and Commerce 
ean properly and adequately continue to handle 
this matter. 
ce) Vidas. 

In its submission to the Commission in 


February, 1953, British American stated that in 


its opinion the policy that will best serve the 


national interest, in relation to the export of 


gas aS an energy source, is one permitting the 


immediate export of quantities determined to be 
surplus to the foreseeable needs of Canada. 
British American further stated that the future 
requirements of Canada should be of paramount im- 
portance in determining the quantities of gas 
available for export. 

In essence, we recommended that surplus 


quantities should be determined by relating 


future requirements to future reserve trends. 


We have worked out a procedure which, we believe, 
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can realistically be used to determine volumes of 
gas surplus to Canadian and authorized export 
requirements. The recommended procedure has 
already been furnished to the Commission, 

When an application is made to export 
gas from Canada, we believe the following prin- 
ciples, which are not intended to be exhaustive, 
nor to cover all of the considerations involved, 
should also be followed: 

(a) The licence should authorize the export of 
gas not to exceed a total cumulative volume during 
the dlfteyorthe iicence’. 

(bo) (1) The licence should be for a fixed period 
of sufficient duration to reasonably enable the 
applicant to obtain the necessary authority to im- 


port the gas into the United States and to finance 


the construction of such facilities as may neces- 


sarily be involved. 

(11) In certain instances it may be desirable 
to consider the authorizing of the export of surplus 
quantities of gas for short periods of time. We 
would urge that a flexible policy be adopted so 
that advantage might be taken of special market 
outlets that might develop from time to time. 

(111 )°“IMn"the"case of “longterm licences, the 


licencee, if he wished to renew the licence, must 


be obligated” to’ apply for its renewal long in ad- 


| vance of its termination date. It mustecilearly 
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be tne Tie chee ens responsibility to make this appli- 
cation, The licensing authority should be required 
to advise the licensee promptly if the renewal will 
be granted, whether in whole or in part. Piet. Ss 
procedure were adopted, it would enable the licensee 
to make other arrangements for the quantities of 

gas involved in the event a permit were not renewed, 
and would accordingly serve to prevent the occurrence 
of difficult situations which might otherwise arise 
when the licence terminated. 

(iv) We would urge that a licence should not 
be revoked in the event of a breach of any of its 
terms or conditions unless the licensee, after due 
notice of any purported refusal or neglect, has 
not remedied the default within a reasonable time. 
(The licensee should first have had the right to 
request. 4, hearing 1i 20 aid not ‘consider that 10 
was in default. ) 

(c) Except in unusual circumstances, we do not 
believe that it is realistic to consider the end 
use to which the gas will be put, nor to impose 
any limitation as to such use asa condition of 
export. Aside from the obvious difficulties in 
enforcing such a condition, it would be impracti- 
cal, if not impossible, to ascertain how the 
commodity was, in fact, finally consumed, 

(d) We believe that it is proper for Canada to 


consider the price at which gas will be exported. 
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We believe that these matters can pro- 
ava continue to be administered by the Depart- 
ment of Trade and Commerce under the provisions 
of the Exportation of Power and Fluids and Im- 
portation.of: Gas’ Act. We do not think: thar it 
will be a matter of practical difficulty for the 
Department to make the calculations required, 
provided, as we recommend later on, that broad 
policies relating to export have been laid down 
for its guidance, and accurate data is available 
from which trends in growth of reserves and con- 


sumption can be determined. 


TERM OF REFERENCE "(b)" 
The problems involved in, and the poli- 
cies which ought to be applied to, the regulation 
of the transmission of oil and natural gas between 


provinces or from Canada to another country. 


diss Oil Pipe Lines 

The Commission is aware that the oil pipe 
line companies are es fact operating as common 
carriers, although they have not been declared 
to be so under the Pipe Lines Act of Canada nor 
under any provincial pipeline act. 

British American believes that there are 


adequate safeguards contained in the stringent 


provisions of the Pipe Lines Act relating to such 


matters as common carriers, traffic, tolls and 
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tariff; unjust discrimination; accounts and sta- 
tistics, to enable the Board of Transport Commis- 
sioners for Canada, and any person or locality 
which considers itself aggrieved by the operations 
of an interprovincial oil pipe line, to take 
effective means to remedy the..situation. 

oe Gas Pipe Lines 

While the Pipe Lines Act of Canada has 
provided machinery whereby the route and physical 
operations of an interprovincial or extra- 
provincial gas pipe line can be scrutinized in 
the public interest, there is at presmt no means 
by which the rates of such a pipeline can be 
examined and required to be adjusted in instances 
where that might appear to be desirable. We 
believe that this hiatus could be remedied by 
means of an amendment to the Pipe Lines Act 
enabling the Board of Transport Commissioners, 
either upon its own motion or at the instance 
Of any person or locality aifected, after a 
hearing, to correct the matter. 

British American believes that it is in 
the interests of all concerned that a pipe line 
company be entitled to recover its costs of opera- 
tion , including a reasonable rate of return on its 
investment. As a producer, British American 
strongly believes that the contract prices that 


carriers have agreed to pay producers should be 


recoverable by the carriers as a legitimate opera- 
ting expense. 
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TERM OF REFERENCE "(c)", 

The extent of authority that might best be 
conferred on a National Energy Board to administer, 
subject to the control and authority of Parliament, 
such aspects of energy policy coming within the juris- 
diction of Parliament as it may be desirable to en- 
trust to such a Board together with the character of 
administration and procedure that might best 
be established for such a Board, 

We believe that this subject must be examined 
in the light of the functions that a National Energy 
Board could usefully perform in solving problems which 
have arisen and will arise with respect to the produc- 
tion, transmission, disposition and utilization of 
Ol) and gas... 


As we have indicated, one of the most 


important aspects of the situation involves problems 


relating to the marketing of oil and gas, which cannot 


be considered solely or primarily from an energy 
point of view, 

ABS tO pipelines, we belleve that their 
financing, construction and operation is essentially 
a transportation matter, Accordingly, we are of 
the opinion that the regulation of such pipe lines as 
come within the jurisdiction of Parliament can be 


adequately handled by the Board of Transport Commis- 


Sioners for Canada, which has had long experience in 


transportation matters. The Board can effectively 
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supervise all aspects pertaining to pipe line construc- 
tion and safety. These are essentially similar to 
the functions which the Board has performed wit» 
respect to railways and other forms of transporta- 
tion. 

ve feel that the Board of Transport 
Commissioners should continue to deal with applica- 
tions for the construction of new inter-provincial 
and “export pipe lines, andiextensions to existing 
pipe lines. The Board, with the assistance of 
experts where desirable, can properly assess all 
relevant considerations that are involved. 

We also believe that the Board of Transport 


| Commissioners is well qualified to deal with rates, 


unjust discrimination and like matters, as problems 
of this nature are common to many forms of trans- 


portation, 


Undexsaliivor Whe tclrcunistances and fecog- 
nizing the constitutional problems involved, as well 
as the interests of ‘the provinces in these matters, 
we believe that the administrative machinery for 
carrying out policies with respect to gas and oil, 
and indeed, alloher sources of energy, has essentially 
been created by the governments concerned. With 
some modification and clarification, the administra- 
tion of a national energy policy can, we believe, 
be effectively carried out within the framework of 


existing legislation, 
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It appears to us that what is primarily 
required is to see if a national energy policy can 
be formulated on the federal level. After this has 
been determined, the character and functions of a 
National Energy Board or similar organization can 
then ,be considered. 

it isedtificultrtoivprecisely' déefine:a 
national energy policy. In broad terms, it would 
obviously be the most effective use of Canada's energy 
resources, having regard to the interests of Canada as 
a whole. Such a statement, of course, involves a 
consideration of the legitimate interests of the provincds 


| 
in this matter, Under our federal system of government, 


the provincial governments would appear to be concerned 
with, and, except in unusual circumstances, have 


jurisdiction over the production and conservation of 


energy sources together with the utilization of these 
sources. Our study of the situation leads us to 
believe that it is the provinces who are charged by 
the constitution with the administration of energy 
substances, when considered essentially, as forms of 
energy. It seems apparent that the interests of the 
several provinces will seldom, if ever, enable them 
to view those broad aspects of energy production 

and consumption, whieh they control on a uniform basis, 
Their outlook will vary, for instance, as their 
principal interest lies in the consumption or produc- 


tion of these substances. 
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On the other hand, the jurisdiction and 
interest of the Government of Canada appears to be 
related to the inter-provincial and international 
movement of these substances, viewed essentially 
from two aspects: firstly, as a matter of trans- 
portation; secondly, as a matter of commodity trade. 

We are of the opinion, therefore, that it is 
for all practical purposes impossible to formulate 
at the federal level a National Energy Policy as 
such, which would recognize and resolve the con- 
flicting interests involved. 

Accordingly, we believe that the functions 
of , and indeed the need for, a National Energy Board 
must be examined within this framework, If there 
cannot be a clearly defined and uniform policy, 
the functions of any such Board must necessarily 
be severely limited. 

We have indicated that we believe that 
in so far as the Government of Canada is concerned 
with the transportation of energy, this can and 
should be administered by the Board of Transport 
Commissioners, So far as interprovincial and inter- 
national trade of these substances is concerned, we 
feel that this should be the concern of the Department 
of Trade and Commerce, as these commodities should not 
be singled out, but must be dealt with as a part of 
Canada's trade as a whole. 


We have reached the conclusion that, if a 
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Special, body, is required ,~the most,usetul, purpose 
that it could sesve would be to review on a regular 
basis trends in energy producticn and consumption 

so tnat the Government of Canada and the Governments 
of the Provinces would have available information to 
assist them in formulating, from time to time, and 

in the light of changing circumstances, policies with 
respect to those phases of the matter of concern to 
them sand, over which the; have jurisdiction. Our 
considered recommendation would be that sucn a body 
eould consist of representatives of the Government 

by 


v 


representatives of industry and by independent 
experts, wnom the organization might request or 
engage for studies of such phases of the situation 
as appeared to warrant special or detailed examination, 
W would not anticipate that such a body -- 
which would be more in the mature of an annual or more 
frequent conference -- would require the establishment 
of a permanent staff. The secretarial work, we suggest, 
could be handled by the Department ge Mines and 
Technical Surveys or by the Department of Trade and 
Commerce or a combination thereof, 
It is recognized that for such a. body to 
serve a useful purpose it snould have available to 
it up-to-date reliabel and uniform statistics relat- 
ing to. energy.matters, We feel that these could be 


of Canada and of the Provincial Governments, assisted 
gathered from the provinces and from industry by 
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the Department of Trade and Commerce, and, without too 
much difficulty, on a uniform basis. Such information, 
of course, could serve a far wider purpose and 
would be of value to government, industry and others. 
The Commission is aware that much of the information 
upon ‘which these statistics would be based is of 
extreme value to the legitimate business interests 
of tie companies and others furnishing the primary 
reports. We bélieve it is publicly in such a manner 
that the interests of individual concerns could not 
be identified. 
CONCLUSION: 
ae Energy substances cannot be viewed solely as 
energy sources as many of them are also impor- 
tant trading commodities. 
2) There is in existence federal and provincial 


legislation which, with some modification to 


take care of such inadequacies as have been shown 
to exist, can be effectively administered so 
as to best. serve the public interest. 

re within the framework of the Canadian Constituion 
a National Energy Policy that will resolve 
the diverse interests of the governments of 
C.nada. and of each of the provinces in the 
production, conservation, transmission and utiliza- 
tion of energy substances, cannot be developed 
at the federal level without the concurrence of 


each of the provinces. 
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4, Because of tne difficulties involved in the 
formulation of a clearl, defined and uniform 
energy policy, the functions of a National 
Energy Board must necessarily be severely 
limited. 

Ii a Bpecial body is required, its most 
useful function would be to review trends in 
energy production and consumption so that Canada 
and the provinces would have available information 
upon which to formulate policies with respect to 
those phases of the matter of coneern to them, 
We believe that this could best be achieved by 
an advisory body consisting of representatives 
of the governments concerned, assisted by 
representatives of industry and experts where 
required, 

THE CHAIRMAN: Thank you very much, Mr. 

Sinclair. Mr. Fatterson, 

MR, PATTERSON: Thank you, Mr. Chairman. 

I would like to deal first with the last submission, 

Exhibit T-9-2, for a few moments. As I understand 

the submission, it is your opinion that so far as 

matters of transportation and construction of pipe- 
lines are concerned you feel the Board of Transport 

Commissioners can effectively handle them, that so 

far as matters of export licensing are concerned 

you feelthe Department of Trade and Commerce can 


effectively handle those, and so far as any National 
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Energy Board may be able to aet,you think that 


should be a third and distinct group. Is tnat a 


fair summary of the position? 


MR, SINCLAIR: That is correct. 
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MR. PATTERSON: A problem that arises 
is this, you do suggest that consideration should 
be given, first of all, to the matter of price 
in regard to export of oil or gas, certainly gas, 
and I am puzzled as to which one of the three 
groups is to be concerned with this matter of 
price of export of gas. 

MR. SINCLAIR: I think that would be 
the Department of Trade and Commerce under the 
existing legislation. 

MR, PATTERSON: And you os not con- 
Sider it necessary, then, to have them holding a 
hearing in regard to the determination of that 
matter? 

MR, SINCLAIR: I would not think so 
unless it was an unusual situation. 

MR. PATTERSON: What considerations do 
you think should be reviewed in determining 
whether the price of exported gas is a proper 
one within the limits of the Department of Trade 
and Commerce? 

MR, SINCLAIR: I think Mr. Loughney 
could answer that question. 

MR. LOUGHNEY: I think it should be 
reviewed in the light of the Exportation of Bower 
and Fluids and Importation of Gas Act which pro- 


vides that gas should not be sold for less cost 


per Mcf than it is distributed in Canada, served 
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by the same facility. 

MR. PATTERSON: You do not consider 
that would be somewhat difficult with the language 
of regulation 9, talking about similar conditions 
and circumstances? Do you think that can be 
interpreted in a satisfactory manner? 

MR, LOUGHNEY: Well, I think we have 
gained a lot of experience in recent weeks and 
with that experience we should be able to solve 
that problem without any great difficulty. 

MR, PATTERSON: Without amendment of 
legislation? 

MR, LOUGHNEY: Yes. We have a fair 
understanding of the meaning of that section of 
the Act. 

MR. PATTERSON: You do mention the mat- 
ter of cancellation of licence and having a hearing; 
dot you, think that kind of hearing is one to be 
handled still by the Department of Trade and Com- 
merce with application made by interested parties 
to some particular official? 

MR, SINCLAIR: I think, Mr. Patterson, 
if they are going to administer the issuance of 
these licences they whould be charged with the 


responsibility of seeing that conditions are main- 


tained, and if that sort of situation developed, 


which I would not anticipate would be very frequent, 


—__|| they could perhaps have some sort of a very formal 
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and full-scale hearing and engage experts to 
assist them if they needed them. 

MR. PATTERSON: Would you not consider 
that that type of function,together with this 
price review function, fits much more closely 
and is so linked up with the question of cross- 
Canada rates, pipe line construction, and so on, 
that you place under the Board of Transport 
Commissioners, that the one body might be in 
much better position to deal with both subjects? 

MR. SINCLAIR: Wat Ls.a possiblity, 
Mr. Patterson. My own thinking on it is that 
the matter of price,and so on, for movement of 
gas and any other commodity out of Canada then 
becomes involved to a certain extent in matters 
of trade policy and I do think that the Depart- 
ment of Trade and Commerce has a very legitimate 
interest in that. 

Then, of course, there is the other 
aspece Of i> and) that. is 1t correléetes with ees 
prices in Canada, and I think you would have to 
have some sort of fairly flexible way of looking 
ay that in‘parvacuilar insvances. 

MR, PATTERSON: Would not another 
problem of trying to get a link between the 
Canadian situation and this matter of trade and 
commerce with other nations arise out of your 


mention on page 5 of the idea of surplus quantities 
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of gas for short periods being exported? YOu 
envisage thero what, Mr. Sinclair? 

MR, SINCLAIR: Well, I do not think J 
had anything specific in mind except that that 
sort of situation could develop where there might 
be a market available to take some surplus gas 
and there should be considerable flexibility in 
Nena Aans 2c, Mr. Loughney might have something 
tO say On thar, 

MR, LOUGHNEY: We were thinking that 
in some manner it might be related to an emer- 
gency situation, where a shortage, an unusual 
shortage, would occur because of some mishap to 
energy stores and a market would be available 
on a temporary basis. That could be set up 


without endangering any supply situation in 


Canada. 

MR, PATTERSON: And you anticipate 
that Department of Trade and aoe oae being set 
up with sufficient flexibility to be able to 
handle that kind of thing, or would you simply 
set up emergency connections with a certain kind 
of responsibility and industry to police that? 

MR. LOUGHNEY : Realizing the full 
facilities are available, I am considering now 
that we start first with the source of supply 
and certainly that would be in the jurisdiction 


and responsibility of the province in which the 
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gas supply was located. If there is a surplus 
of gas as determined by some formula then, acting 
upon a recommendation of Trade and Commerce, they 
could carry on with that. 

MR, PATTERSON: Now, in dealing with 
the matter of gas pipe lines you suggest that the 
contract price that a gas pipe line has paid 
Should be recoverable as a legitimate operating 
expense. I assume you consider that if there 
is to be, or can be, any regulation of the price 
at which that is sold, that regulation belongs to 
the province, Does that not follow from the 
position you are taking? 

MR, SINCLAIR: Yes, it does, 

MR, PATTERSON: And similarly, I sup- 
pose, you consider that any regulation of the 
price at which a distributing company may sell 
falls within the realm of the province? 

MR. SINCLAIR: We think it does. 

MR, PATTERSON: And what sort of regu- 
lation of rates of the Interprovincial transmission 
company do you envisage? Simply the setting by 
the Board of Transport Commissioners of a proposed 
rate base that permits them to earn a particular 
return without the setting of specific prices 
that the pipe line may charge to distributors in, 
say, Eastern Canada? 


MR, LOUGHNEY: We think it should be 
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on the basis of determination of a fair rate of 
return. We are particularly concerned that in our 
judgment that should not go back to the wellhead 


cost. 
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MR, PATTERSON: Do you feel that the 
regulation of the price at which the company 
Sebls tO Tvs GQistriputoers upon, for example, a 
direct sale to an industrial user, large industrial 
user - should that be determined at all by a 
Federal authority or should the determination 
of that type of thing be done by Provincial 
authority? 

MR, LOUGHNEY: The price structure we 
feel should be dealt with by the Provincial 
authorities. 

MR, PATTERSON: Turning to the gas 
export formula,.T-9-1 - - 


MR, LOUGHNEY: Mr. Patterson, 18 that 


| 


all of the questions now you would like to ask 


On that? We have a switch here. 


MR, PRITERSON?. Yes, those conelude my 
questions in this regard. 

I wonder if you can assist me in ensuring 
I understand this formula, I take Lu that, first 
of all, the matter of determination of actual 
reserve you would feel would lie within the 
jurisdiction of the various conservation boards 
in western Canada or - - 

MR, LOUGHNEY: We suggest that the 
conservation boards in the various provinces and 
in conjunction with the Canadian Petroleum 


Association, having a study each year. 
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MR, PATTERSON: You would think that in 
reviewing the matters of determining exportable 
surplus the Department of Trade and Commerce, as 
suggested by you, should pay attention not only 
to the figures given them by conservation boards 
but also to those given by the Petroleum Associa- 
tion. 

MR, LOUGHNEY: Well, satisfy them- 
selves to that extent, yes. 

MR. PATTERSON: ARebyou nol Anetihis 
Situation, that under your thinking in regard to 
this matter the only gas that is going to get out 
of the Province, of Alberta, for example, is that 


which is authorized to leave the Province, no matter 


what its direction be by the conservation board? 
I. am puzzled by the value of these figures on. the 


basis of existing reserves. 


MR, LOUGHNEY: I believe TI may - I 
think Mr. McKinnon will back me up, that the 
Canadian Petroleum Association, the joint 
Committee of the Canadian Petroleum Association 
has rendered valuable assistance in the determina- 
tion of oi) and. @as. reserves. Le. thew ‘Correcr:? 

MR, FRAWLEY: Mr. McKinnon agrees. 

MR, PATTERSON: Moving from the position 
once an existing reserve is worked out, you then 
sugeest that, in uorger to. properly. look atthe 


situation, we should set up a projection based 
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three rates of growth - and, using that, we 
decide what is likely to be the position as to 
the development of reserves five years from the 
time when we are making our calculation. 

MR. LOUGHNEY: We have used in this 
example three figures, We took, for the purposes 
of those, the minimum that was discovered, the 
lowest in the 5-year period, which was 1.06 trillion. 
That was an unusual year to the extent that it 
was quite low. There was one year, 1954, it 
appeared to be higher than we might expect in 
the future. Then we used the three lowest years 
of the 5-year period, and we also used the average 
of the 5. years. We concluded from our own studies 
that, to be on the conservative side and still 
not be too conservative, probably using the average 
of the three lowest years in the 5-year period 
would be a better method to follow, 

MR, PATTERSON: - And that using the rate 
you selected you made a projection for 5 years 

hence. 

MR, LOUGHNEY: Yes. 

MR. PATTERSON: You take the figure and 
say, for example, by 1903 it is anticipated we 
will have a particular reserve accumulated, 

MR, LOUGHNEY: Yes, that, ws. correct, 


on past experience with - actually you have 
MR. PATTERSON: Similarly, you take a 
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look at anticipated consumption figures and de- 
termine a rate of growth for those, 

MR, LOUGHNEY: Yes, 

MR. PATTERSON: ind again project that 
for a 5-year period. 

MR. LOUGHNEY: That, £5) Correct. 

MR, PATTERSON: And consider that 
consumption at the end of the 5-year period at 
the rate existing at the end of the 5-year period 
times twenty-five will be the necessary retained 
reserve, 

MR, LOUGHNEY: that is rieho. 

MR. PATTERSON: Now, in doing that and 
setting aside the necessary retained reserve, 
what notice or consideration is given to the 
question of deliverability of that necessary 
retained reserve? Do you -have a cushion in there 
hor doing’ thateor ao you pult<in eas to ensure 
deliverability will be taken care of by the trend 
of growth of reserves beyond your 5-year period? 

MR, LOUGHNEY: Mr. Anderson will answer 
that. 

MR, sNDERSON: Mr. Patterson, there are 
no actual deliverability calculations made for 
this reserve. Lo 2s Stmicuhy on the pesis.oF 
growth in reserves and so on, and, taking those 
three out of the past five years, we feel gives 


a more conservative approach to it, so that 
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deliverability should be forthcoming from the re- 


maining reserve at any time. 
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MR, PATTERSON: It has been suggested 
the deliverability factor in the order of 35 -- 
45, and even 50 per cent, should be considered. 
Do you feel that again this rate of growth figure 
is sufficient to take up the necessity for almost 
double your necessary retained reserve? 

MR, ANDERSON: I think, Mr. Patterson, 
for this 25-year supply you could use a rule of 
thumb used by the industry quite frequently and 
that is the 10 billion reserve will support 1 million 
cubic feet a day for a period of approximately 25 
years, 

MR, FRAWLEY: I would like to get that 
again. 

MR. ANDERSON: 10 billion cubic feet will 
support 1 million cubic feet per day production for 
a period of approximately 25 years. I think that 
allows you sufficient leeway, Mr. Patterson, There 
are, of course, exceptions both ways, one way and 
the “other. 

MR, PATTERSON: I wonder if you can clear 
Up tne abit He There Ws a -bitiof confusion that 
appears to me to arise out of Table I, That is the 
data to the graph. Reading for the year 1957 I see 
you have under the column "Canadian T.C.F./Year" 
.18, Then under the column 7 which is entitled 
"Determination of Necessary Retained Reserve" you 


have multiplied that figure .18 by 25 and we get 
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the answer 4.51 under column 7. Is that correct? 
. MR, ANDERSON! (Yes) sir, ltvshould be. 

MR, PATTERSON: Now my problem is, as I 
understood it, in determining the necessary retained 
reserve it was not the 1957 we multiplied by 25, 
assuming we are dealing with the matter in 1957, 
but the 1962 figure that we multiply by 25 in order 
to determine the necessary retained reserve. 

MR, ANDERSON: Yes, sir. 

MR. PATTILLO: My understanding of the 
position is correct that you multiply the 1962 figure 
by 25. 

MR, ANDERSON: Right, to determine the 
exportable surplus, yes. 

MR, PATTERSON: Those arethe questions I 
have. Thank you, Mr, Chairman. 

THE CHAIRMAN: I assume, Mr, Frawley, that 
you have some questions to direct to Mr, Loughney. 

MR, FRAWLEY: Yes. Were you thinking of 
a break? 

THE CHAIRMAN: I would suggest if you do 
that we will have a break first. 

MR, FRAWLEY: Thank you very much. 

THE CHAIRMAN: We will have a break for 


ten minutes, gentlemen. 


---A short recess, 
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THE CHAIRMAN: Gentlemen, the hearing 
will now resume, 

Mr. Frawley? 

MR, FRAWLEY: TI would like, -first, to 
make a very brief remark about Exhibit T-9-1, 
which is called the’ Procedure for Determining 
Exportable Volumes of Gas." 

It is very fortunate Il have with me Mr. 
McKinnon, the Chairman of the Oil and Gas 
Conservation Board for Alberta, and he has 
Suggested that I say no more than that we find 
this to be a very interesting document, and that 
our friends of British-American are to be 
complimented in producing it. 

We would like to study it further. We 
would like to see where it fits in with the 
procedures which are presently being followed; 
and we would like to have the right, if we think 
that it should be necessary, to make some observations 
Go. The COMMLBatOns in writing or otherwise, later 
on. 

THE CHAIRMAN: The only thing that I would 
Oo bipect, To. un what you say is that, if you found 
it necessary, the Commission would like to have 
Mr, McKinnon's observations in any event, 

MR, FRAWLEY: il eLeat. Then, I shall 
say that you shall have them, 


THE CHAIRMAN: Thank you. 
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MR, FRAWLEY: There “ison y ‘one’ thing 
T want to ask Mr. Sinclair” abourvrin his "policy 
statement, 

He. oenclalat, Lookine sc your -orier on 
page 6, you have a paragraph at the bottom of 
tne pave, anaeyou say that you think 7.0. that 
it ie on Une wiveresus: Ol all “concerned that 4 
pipe line company be entitled to recover its 


@osts of Cperavion,.. 5 end you go” on to say: 
3 


" .,. AS a producer, British-American: strongly 
believe that the contract prices that carriers 
have agreed to pay producers should be re- 
eoverable by the carriers at a legitimate 
operating expense..." 

You have agreed with Mr. Patterson 
that the regulation of the price which the 
producer obtains din the field is a matter of 
provincial regulation, if any? 

MR, SINCLAIR: eS. 

MR, FRAWLEY: And to take Trans- 
Canada aS a concrete example, Trans-Canada pays 
in Alberta a price for the gas, will’ you agree, 
which is to be subject to provincial regulation, 
if any; and then Trnas-Canada transports the gas 
and delivers some of it to Consumers! Gas in 
Toronto? 

MR. SINCLAIR: Yes, 


MR, FRAWLEY: Precisely; so that, in 
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your concept, the Federal Board of Transport 
Commissioners would be regulating and controlling? 
MR, SINCLAIR: Well, Mr. Frawley, our 
point there is that they would be regulating and 
controlling the cost of service that was pro- 
vided by the pipe line company: As you know, 
at the present time the situation is essentially 
this, that Trans-Canada pipes the gas, transports 
it and then sells it at the other end. 
What we were concerned with there was 
that really their cost of service, in one way 
of Looking ateity*aneludes the price’ that"is* paid 
for’ the! gas; and the price that they deduct from 
the price they sell at, that is the purchase 
prices, and thevdifterence is‘*really vne'<ost 
of transporting the gas. 


MR, FRAWLEY: Which the Federal 


Board would regulate? 

MR. SINCLAIR: Yes, that’s rienv; 
just the cost of doing business plus a reasonable 
rate of return, 

MR, FRAWLEY: But the other way of 
bouokine™at Git eis that’ 1f 2s? the sate ‘of a 
commodity by Trans-Canada to Consumers? 

MR. SINCLAIR: Wel “Lt 8, “ai a seroe, 
but I think that is really the practical way under 
the situation at this moment, in which they do 


the transporting. That is really what their 
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business 1s. 

MR, FRAWLEY: It is certainly the sale 
of the commodity when the individual householder 
gets it from Consumers? 

MR. SINCLAIR: Yes. 

MR, FR:WLEY: Wel) 2th eany event. vcu 
feel that the Federal Board should be permitted 
to pass Upon the cost of service - the pure cost 
of service? 

MR. SINCLAIR: Tie Gis Pent, 

MR. FRAWLEY: But you would agree with 
me that you are getting very close to regulation 
Dy, the Same Pederal Board of the, selling price 
of a commodity also if they were to have very 
much to say about the price at which Trans-Canada 
sells to Consumers? 

MR. SINCLAIR: That eouLd belie; 
Frawley; but, actually, the way we look at it 
isetnat, 16 is euyransportation: problem evil Tes 
a transportation service - which is being per- 
formed; and essentially it is no different 
from the transportation service that is being 
performed by any other type of carrier. 

MR, FRAWLEY: Except that tne C.P.R. 
Selise hauls) the C,.P. Ri doesn't sell the freight 
bvseclit? 


MR. SINCLAIR: There is this situation, 


Mr. Frawley, that there is a trend in the United 
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States where State transmission companies merely 
act aS contract naulers; and.in that situation it 
is strictly a transportation matter. 

MR. FRAWLEY: Probably as you see it, 
Mrs oinclairg wtrcould be*said that-the Federal 
Board would regulate the wholesale price, with 
the, Provincial Board regulating the retail price. 
Would that be a fair comment on it? 

MR, SINCLAIR: That might be required. 

MR, FRAWLEY: When I say, "Wholesale 
price", I mean the price to the distributor? 

MR, SINCLAIR: I think you might have 
Oo, LOOK ya WL. Hauling affects the cost of 
transportation. 

MR, FRAWLEY: The only purpose of my 
question is just to indicate to you that, as: 1 
see what you are saying, you actually do have 
the Federal Board of Transport Commissioners - 
and, let us just think of them as they are now - 
taking on the. job of regulating the sale of a 
commodity, which, at the moment would seem to 
me to be a pretty far departure from anything they 
have ever done since they were set up in 1903. 

MR. SINCLAIR: Tedon’te thinks wer look 
at it that way. 

MR. FRAWLEY: I think that°is@faiy — 
that you just don't look at it that way. I am 


wondering if that is a necessary consequence of 
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the way you see it. 
Lethink*that °is all. 
THE CHAIRMAN: Thank you, Mr. Frawley. 
I suppose, Mr. Sinclair, really what 
that sentence mefns is that if there would be 


anything left over of the gas the west wants to 
make sure that whoever buys it and brings it 
east is able to get the money back to pay for 
of oh is that a fair statement? 

MR, SINCLAIR: Yes. 

THE CHAIRMAN: You are not concerned 
with the jurisdictional problem? 

MR, SINCLAIR: No. 

MR, COMMISSIONER BRITNELL: May I 
refer to one point on page 9 of the main sub- 
mission. There is a sentence there: eee NO 
considered recommendation would be that such a 
body could consist of representatives of the 
Government of Canada and of the Provincial 
Governments...". 

I would like to hear from Mr. Loughney 
whether he is thinking there of members of the 
legislature or of civil servants? 

MR, LOUGHNEY: We were thinking more 
of civil servants, or people who are not connected 
with the Government, who could be nominated by 
either the Federal Government or the Provincial 


Government. 
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MR, COMMISSIONER BRITNELL: Thats isnot 
at the policy level itself? 

MR. LOUGHNEY: No. 

MR, COMMISSIONER BRITNELL: Thank you, 
Mr. Loughney. 
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MR, COMMISSIONER LADNER: Reading on page 6, 
and tne last paragraph tnat has been discussed just 
now, from a tax point of view, and reading it with 
that thought in mind: 

“As @ producer. British American strongly 
believes that the contract prices that carriers 
have agreed to pay producers should be re- 
coverable by the carriers as a legitimate 
operating expense”. 
That does not include prices for gas, because, taking 
Trans-Canada as an illustration, the purchaser would 
be Trans-Canada, would it not? 

MusnLOUGHNEY an.Yes; it would bercne 
purchaser, 

MR, COMMISSIONER LADNER: So that that 
expression ‘contract prices” does not include the 
price that is pala to the producer for gas? 

MR, ALOUGHNEY: i Yes, Ltedoes: 

MR, COMMISSIONER LADNER: But does tne 
transmission company, the pipeline company become 
the owner of the gas? 

MR, LOUGHNEY: The gas is owned by Trans- 
Canada Pipelines. 

MR, COMMISSIONER LADNER: By Trans- 

Canada Pipelines? 
MRS TOUGHNEY tne Yesgrsai rs 
MR. COMMISSIONZR LADNER: Andtaseai cost: 


you say, it is not deductible from the operating 
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revenues? 

MR, LOUGNEY:» We say that it should) be. 

MR. COMMISSIONER LADNER: The cosy of 
any article used in the company's operations is 
a legitimate deduction against revenue for tax 
purposes, as I understand the law, 

DR PbOUGINEY: ~That is, corrects . Our 
thought there is that in any regulation of Trans- 
Canada at.any point by any authority we do not feel 
that the price that Trans-Canada pays for its gas 
should be part of the consideration of any situation 
that might develop in an investigation of the rates 
or cost of service in any other part of the business. 

MR, COMMISSIONER LADNER: For rate purposes? 

MR... WOUGHNEY: Yes, sir, rate purposes or 
determination of cost of services. 

MR. COMMISSIONER LADNER: Now I would like 
to speak for a moment, or get information, if I may, 
in connection with the proposed or suggested National 
Energy Board. It would appear that you might prefer 
that the funetions indicated here for a National 
Energy Board should be distributed among the Department 
of Trade and Commerce and the Board of Transport 
Commissioners and so on, or that they should retain 
the functions they normally have in connection with 
that. Do you know if the Board of Transport has such 
spare time as to enable it to act fully in connection 


with the matters that we have been discussing here? 
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MR, LOUGHNEY: No, I do not know. 

MR, COMMISSIONER LADNER: Could they 
take on the duties that we are discussing, that 
would be normally given to the National Energy 
Board? I have not heard any information on that 
point, 

MR, LOUGHNEY: I beg your pardon? 

MR, COMMISSIONER LADNER: I have not heard 
any information onthe point of whether or not the 
Board of Transport Commissioners have sufficient. 
time -- we know they have the qualifications -- to 
take on the duties which are indicated here for 
the National Energy Board, 

MR, LOUGHNEY: We feel it would be 
more economical and more efficient for the Board of 
Transport Commissioners to take on this responsibility 
which deals with matters with which they are familiar. 
I do not know as to whether they have the time or not. 
I do not know whether they have an adequate staff to 
do it, but we suggest that the gas business in Canada 
in the near future will be large enough that, if they 
do not have the staff, it has got to be provided. 

MR, COMMISSIONER LADNER: My next question 
is: what would be your comment on the suggestion 
that a National Energy Board be set up with representa- 
tives not only from business and the oil industry but 
from the Department of Trade and Commerce in respect 


of Department of Trade and Commerce matters, from 
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the provinces where there is gas and oil produc- 
tion in quantity, from the Board of Transport 
Commissioners having experience in transport 
matters, and from the Canadian Petroleum Association, 
in order to co-ordinate the functions of those 
different branches with the policies of the 
Provincial Governments, What comment would you 
have on such a set-up? 
MR, LOUGHNEY: JI think that would provide 
a Board that would certainly be ableto carry out 
the functions as we visualize them. The complement 
of the Board should be such as to have on the Board 
all members interested, both government and industry, 
MR, COMMISSIONER LADNER: Wouldn't that be 
a more effective method of handling the problems 
of the gas and o11 industry, not only in respect 
of production and transportation but in dealing 
with the international phase of the question? 
MR, LOUGHNEY: Yes, I think there is 
considerable merit to your suggestion. 
MR, COMMISSIONER LADNER: Thank you, 
MR,COMMISSIONER HARDY: I would like to 
discuss with Mr, Sinclair for a moment the particular 
problem inWaich I see a certain amount of difficulty. 
That is the one in which you “treat your gas as a 
commodity rather than energy. I would like to take 
an example which is not too academic, I think that 


actually it is a very practical example at the moment. 
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You produce gas in Alberta and market it to Trans- 
Canada and you sell your gas to Trans-Canada and 
you pay no attention to end use, and you suggest 
that no government authority in Alberta should pay 
any attention to end use, 

MR, SINCLAIR: I think, Mr, Commissioner 
Hardy, that, in so far as our statements on end use 
is concerned, it is found in that portion which 
deals with export, and I think we have said there 
that 1t would be probably impractical .under the cir- 
cumstances, 

MR, COMMISSIONER HARDY: I think it probably 
is. I am just presenting you with a set of conditions 
here; I am not asking you a question yet. Trans- 
Canada transports that gas down to Ontario, and you 
suggest that it is handled as a commodity, and the 
price control is as a commodity. Then they sell it 
to Consumers! Gas, and it is bought as a commodity. 
Then they have a lot of gas they have to sell. They 
have to market that gas, consistent with the load 
factor that they buy it at and consistent with the 
load factor that they have to sell it at. Then we 
get into the sale of interruptible industrial, and 
it is a question of storage, and their economics is 
determined only by the price at which they buy from 
Trans-Canada. Trans-Canada has no interest in storage 
at all. They have a contract to sell it at 90 per 


cent load factor. So Consumers! base their economics 
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of storage and sales of interruptible gas on a set 

of restricted economic conditions thatgovern their 

own company, which you say is as it should be. They 
are controlled only on a commission basis. Consistent 
with that, they then come up with a price for the 
industrial load as far as the fuel o11 is concerned. 
That fuel oi11 might be the same as eventually produced 
by B.A. in Alberta and marketed at considerably greater 
profit to you and also with a considerably greater 
income to the Province of Alberta for the same heating 
capacity as you get from the gas. If you are operating 
as an integrated company and performing all these 
functions ~around ithe line. I doubt very much if jou 
would permit that sort of thing to go on, and I do 

not see how you can stop it by themechanism of control, 
of treating the gas as a commodity rather than, as 

I think it can only be stopped, by considering the 

fas as energy and by considering the oil as energy. 
Someone should then take a look at the energy situation 
rather than the commodity situation. You tell me how 
you can solve that within the framework of what you 
have here. I would like to be, advised, 

Maw olNCLains. Welly Pirstwot, aid. vm, 
Commissioner Hardy, I think we have considered that 
problem, and our brief does not deal with the end use 
in so far as Canada is concerned, but I think I would 
like to refer you to Mr, Loughney on this. He is an 


expert on it, and I understand he has just recently 
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given quite a bit of thought to it. Perhaps he 
can discuss it with you. 

MR. LOUGHNEY: If I might, I would like 
to read a paper which I delivered to the Canadian 
Gas Association last week. I think they asked this 
question, 

"It is my contention that gas should be priced 
in accordance with the amount of energy it 
provides, Underpricing gas is a dangerous 
practice, because 20 purse ail ovner ducls av 4 
competitive disadvantage, and sooner or later 
you find gas being used in applications where it 
is not economically suitable, replacing such 
Puels es Dunker Coal, -However =. 4 doener Teel, 
as has been suggested from time to time in the 
U.S., that the uses to which gas can be put should 
be limited by government action. 

"The natural laws of economics are always 
far superior to man-made laws, and should be 
allowed to establish such things as usage and 
price,” 

We feel that the price of gas is not artifi- 
cially held down by some form of government action 
but is allowed to seek its own price level with the 
competition of other fuels, that that in itself 
will help to prevent the situation from coming 
about that you describe. But if, as has been sug- 


gested, Trans-Canada or any other pipeline operates 
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on handling the highest possible volume of gas and 
Sells it at the lowest possible price, the situation 
as you describe it certainly will come about, and 
that has very recently been quoted in the press 

in the United States as one of the major contribut- 
ing factors to the present oversupply situation in 
the United States, it being not so much a question 
of the impact of imports of crude as 1t is a change 
in the pattern of energy. Gas has displaced bunker 


fuel, disrupting the normal refinery-producing patterns 
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MR. COMMISSIONER HARDY: Weld, Srck 
would put this to you, Mr, Loughney, that as I 


see it it is not a matter of creating this by 
government action, it is a matter of taking some 
action that would require the proper set of economic 
conditions to give them consideration and you do not 
get it under this broken-down authority along the 
line. Everyone is coming to the right answer as 

far as the particular set of conditions they are 
working on but no one takes the overall picture 

and considers what I would suggest is a proper set 
of economics. How do we exist with a proper set 

of economic rates to be applied to the problen, 
assuming on behalf of my economic friends that they 
have those rates? 

MR, LOUGHNEY: To go back to our state- 
ment that has been questioned, the field cost being 
a lower cost, then certainly it will be our purpose 
to try to get the field cost of gas as high as we 
think it should be and still permit the pipeline 
company to sell in volumes that will make their 
situation profitable and allow them to sell gas to 
linessif it..is going to*help us in the total gas 
picture too. We are concerned that there may be 
developing a practice that has been started in the 
United States to attempt to regulate the wellhead 
price of gas and keep it down where it becomes so 


competitive with other fuels that it displaces them 
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and we are very much concerned with both sides 
of the discussion. 


MR, COMMISSIONER HARDY: But your 


position in attempting to get the wellhead price 


of gas up, I would suggest, is you are stymied to 
the extent by the very type of regulation you are 
suggesting in Néere as the proper one. You are 
stymied in this case. One way to move the well- 
head price of gas up is to get some more export 
permits in Alberta, it is the export permits which 
are held up to a certain extent by the competition 
and the people who are selling or attempting to sell 
this interruptible industrial gas in the Ontario 
market. 

MR, LOUGHNEY: It does not necessarily 
follow - - 

MR, COMMISSIONER HARDY: At least they 
are entitled to that gas whereas if you did not 
have that demand you would get an export permit 
much faster, them tne price would» go up. It Is a 
vlerous=cirele you fellows: you aré in. 

MR. LOUGHNEY: Well, we fully appreciate 
the problem, There is one point you made there 
we do not agree with: the export markets in the 
south are going to increase the wellhead price of 
gas, there is some evidence that it is but I am not 
prepared to say to you or anyoneelse that the price 


of gas may have come up regardless of whether we 
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HadkanL exports permiv™ or. not:, We have always con- 
tended from the very beginning that the price at 
which we contracted initially for gas was a low 
price, too low in the terms of the costs of 
exploration, development and construction processes 
but it was a contribution that had to be made on 
the part of industry in order to get a gas pipe- 
line started across Canada. But we certainly, 
regardless of whether there is an export permit 

or export application we feel there should be an 
upper adjustment in the price. 

MR, COMMISSIONER HARDY: Thank you. 

THE CHAIRMAN: Do you find any difficulty 
in reconcel ling ithe position of B.A. in these cir- 
cumstances because unless you do get a regulation 
based on this then you lose in one way or the other, 
do you not, either as a producer, a major producer 
of gas or as a major shareholder in Trans-Canada 
Pipeline? 

MR, LOUGHNEY: We recognize we do have a 
problem there. 

THE CHAIRMAN: The two positions are some- 
what inconsistent, are they not? 

MR. LOUGHNEY: Well, sometimes we feel 
we are our own toughest competitor from one depart- 
ment to another, 

THE CHAIRMAN: Su Be a ck ol off that. 


Mr, Loughney, surely in the consideration of these 
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control suggestions that you have in your brief 
you and your colleagues must have considered if 
an Energy Board such as has been suggested is 
established what should the character of its ad- 
ministration and procedure be? Have you considered 
that at all) even though you did not put it in your 
brier? 

MR, LOUGHNEY: Yes, we have, 

THE CHAIRMAN: Would you be good enougn 
to help us by giving us your views on that? 

MR, LOUGHNEY: Assuming there is to be 
an Energy Board? 

THE CHATRMAN: Assuming there is to be 
a National Energy Board, what would, in your opinion, 
be the best kind of administration and procedure 
for that Board to have and adopt? Should it be 
composed of full-time men outside the government 
service, if so, drawn from industry, the oil and 
gas industry, let us say, or with no connection? 
How many should there be? What should be their set- 
up, so to speak, administratively? 

MR, LOUGHNEY: Could you help us a little 
Dit? May L ask a.question? 

THE CHAIRMAN: Certainly. 

MR, LOUGHNEY: What would be the juris- 
diction of such a Board? 

THE CHAIRMAN: Well, you must have con- 


Sidered that. 
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MR, LOUGHNEY: Would it be regulatory, 
is that what you mean? 
THE CHAIRMAN: Yes. Well, read the terms 
of reference to this Commission: 
"the extent of authority that might best be 
conferred on a National Energy Board to 
administer, subject to the control and au- 
thority of Parliament, such aspects of energy 
policy coming within the jurisdiction of 
Parliament as it may be desirable to entrust 
to such a Board, together with the character 
of administration and procedure that might best 
be established for such a Board": 
In other words, assume for a moment that its authority 
would extend to all matters of energy policy coming 


within the jurisdiction of the Parliament of Canada. 
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MR. LOUGHNEY: Well, as to the comple- 
ment of such a board, by all means they should 
be such people from each of the fields of energy 
that are experience in those fields, 

As to the duties and responsibilities 
of the board as far as regulation is concerned, 
again we would say what we have already said, 
that we don't feel that the well-head price 
should be the responsibility of such a board; 
but the board - I am speaking now of gas - should 
concern itself with such matters as the cost of 
service and the proper operation of the pipe line 
to serve the best interests of the consuming 
public, 

THE CH4IRMAN: Well, where would you 
start? You would start with a national policy 
with respect to export of energy. 

MR, LOUGHNEY: Yes, 


THE CHAIRMAN: National policy with 


respect to ihe importation of energy. 

Mii, LOUGHNEY: Yes. 

THE CHAIRMAN: All the, present 
responsibilities, let us say, of the Board of 
Transport Commissioners. 

MR. LOUGHNEY: That is correct, 

THE CHALRMAN: Over Interprovincial? 


MR. LOUGHNEY: Yes. 


THE CHAIRMAN: And transmission of energy? 
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MR, LOUGHNEY: That is right. 

THE CHAIRMAN: And the co-ordination 
of the polities) of ‘the various provinces? 

MR. LOUGHNEY: Yess 

THE CHAIRMAN: Co-ordination of 
statistics. Don't you think those things would 
amount to a man-sized job in a country such as 
ours and would require theytimesof experts.in 
the field as well as full-time administration? 

i am sorry, 1 jwanteto .cateh.wvour »thinkings 
obviously you people have given us a lot of 
thought. Can you safely leave those problems to 
be dealt with by, shall I say, the political 
branch of Government? 

MR, LOUGHNEY: Well, to this extent, 
MrorBorden j/ <that in our discussion in this matter 
we think that, for example, in the Board of 
Transport Commissioners im ‘time the jwipe danes,; 
both oil and gas, will reach proportions that 
the section of the Board of Transport Commissioners 
will be devoted entirely to oil and gas pipe lines 
in, the province. By the same token, in considering 
the duties and responsibilities of the Department 
of Trade and Commerce, we can well see that the 
problems, as you have described them, could well 
result in a separate branch of the Department of 


Trade and Commerce for that purpose. Now, within 


the frame work of the existing authorities, we 
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have felt that that was a better approach to it 
than a National Energy Board. 

THE CHAIRMAN: well, "you have the 
Board of Transport Commissioners now involved in 
it, the Department of Mines and Surveys, the 
Department of Trade and Commerce, the Bureau of 
Statistics, and possibly several others, 

MR, LOUGHNEY: Yes, that is correct, 

THE CHialRMAN: Apart from Finance, 

MR, LOUGHNEY: They find a way in most 
of them, and I expect they will be in this one. 

THE CHAIRMAN: You will admit it is 
a difficult prodlem, 

MR,LOUGHNEY: Yes, sir. 


THE CHAIRMAN: Well, thank you very 


much, Mr. Loughney, you and your colleagues, 
Certain of us know perfectly well the amount of 
time end labour and thought that you and your senior 
executives have been put, particularly on this 
presentation of formula for gas. We are very 
grapetul) to you; and f am-sure it 1s very helprul 
to the Commission in considering this very difficult 
problem, With respect to your brief on control, 
I just want to say in discussing this with you 
nothing that I have said should be taken as an 
imuendo that the present people in charge of 
this regulation are not doing a proper job. Thank 


you very much, 
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MR, LOUGHNEY: Thank you, sir. 

THE CHAIRMAN: MiawPa tii Lio? 

MA PATE ULLO: Mew Chairman, thevnext 
submission is one by the Cities Service Oil 
Company Limited and Mr. Hull is here as the head 
of the company in Canada and will give the sub- 


mission, I propose that it be marked as T-9-3. 
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SuDMLSSsion of 


CITIES SERVICE OIL COMPANY 


LIMITED 
APPEARANCES; 
A... AUbY - President 
--- EXHIBIT NO. T-9-3: Submission of Cities 
Service Oil Company 
Limited, 
MR, HULL: Mr, Chairman and members 


or the: Commission, “i have a very brief brief whieh 
I would like to take a moment or two to read to 
you and which will give you a general background 
of our situation at the present time. 

I would like to make one slight correction 
in’ MY. (PavtiLilot's. introduction. I am president 
of the Cities Service Oil Company Limited. We 
have another company in western Canada for 
production work which is totally disassociated 
from my responsibility. 

As of the first of 1958, Cities Service 
had three subsidiary companies operating in Canada, 
namely: 

a Cities Service Oil Company Limited - 


marketing petroleum products in Ontario 
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and Quebec. 
us Dominion Natural Gas Company - engaged 


in the production and. distribution, of 


natural gas in Southern Ontario (the 
assets of this company were recently 
sold to other utility interests). 

cs Canada-Cities Service Petroleum Corpora- 
tion - engaged in the exploration and 
erude, oil production activities in 


Western Canada. 


Cities Service began its operations in 


Canada in 1912 with the acquisition of Dominion 


Natural Gas Company. Cities Service Oi1 Company 
Limited began in 1921 and is presently building a 
Telinery in Vrareaicar Township, Ontario. Cities 


service has been engaged in looking for oil and 


gas in Canada since 1926. 

As of January 1, 1957, we decided to build 
a new refinery in Canada to support our marketing 
Operations and Uo utilize the cerude production 
now being developed by our affiliated company, 


Canada-Cities Service Petroleum Corporation, in 


Western Canada. For thestime being. we eintend vo 
confine our activities in marketing and refining to 
Ontario and Cuebee but long-range plans dictate 
ultimate expangion into other provinces. 

The location of our refinery was arrived at 


only after an exhaustive study of the three principal 
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refining areas now serving the Ontario market: 
sarnia, Toronto and Montreal. Our investigation 
resulted in the choice of a site in Trafalgar 
Township, roughly half way between Toronto and 
Hamilton, which will be supplied by Canadian crude 
moving over Interprovincial Pipe Line Company's 
recent extension into the Toronto area, We chose 
this location, im the neart of the Ontario market, 
because we believe all factors considered, it will 
best enable us to serve our present marketing 
area. 

We have earmarked an investment of 
approximately $40 million for our initial refinery 
and marketing expansion program, which should be 
completed in 1959. This, of course, is exclusive 
of the investment which Canada-Cities Service 
Petroleum Corporation is putting into our exploration 
and producing operations in the West. This expendi- 
ture investment will total some $36,000,000 by 
the end of this year. 

Construction progress on our refinery 
has exceeded our expectations to the point that 
we are now planning our first receipts of crude 
Onn Or UCLOper "er tis year. The first crude 
runs at the plant will be made around December 
first of this year and we hope to have it running 
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A wealth of facts and figures regarding 
Canadian natural gas and crude oil reserves, both 
proved and potential, has been presented to the 
Commission along with data covering projected 
demand and prices for these commodities. We do 
not believe that we are able to add any pertinent 
information to that which has already been pre- 
sented, Suffice it to say that Cities Service 
is in accord with the testimony indicating that 
Canada's producing potential is well able to 
supply its demand in the foreseeable future, 

We believe that the forces which have 
propelled Canadian petroleum demand upward so 
dramatically in the past decade are still strong ~ 
and vital. Although there is at present a 
temporary.abatement in the rate of increase in 
demand, we are firm in our belief that both 
domestic and foreign requirements for Canadian 
erude will inevitably grow, as in the past, along 
with the anticipated growth in Canada's popula- 
tion and living standards. 

As for Canada's domestic demand, it is 
well known that the increase in the past ten years 
has been phenomenal. In 1947, for example, less 
than two million Canadians were served by products 
made from Canadian crude. Today, more than ten 
million Canadians live within the sphere of its 


domestic crude production, an increase from less 
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than 10 per cent of the population to 60 per cent 
in a remarkably short period of time. The market 
area for western crude during that period has 
developed from supplying small local refineries 
to the point that Ontario has now become the cross- 
roads where products refined from Canadian crude 
compete with imports from the U. S. and products 
brought in from Montreal, refined from imported 
crude, it 2S: Of primary, Importance to: point 
out here that these great strides have been 
accomplished by an aggressive industry allowed to 
operate freely and with no artificial controls 
placed upon the basic economic forces of supply 
and demand. 

in) LO>/, this crossrosus province of 
Ontario consumed slightly more than 220,000 barrels 
per day of the principal petroleum products -- lique- 
fied petroleum gas, aviation and motor fuels, Light 
and heavy burning oils -- and increase of approxi- 
mately 125 per cent over 1950 and an average in- 
crease of slightly less than ll per cent com- 
pounded per year in these products. By contrast, 
over the same period, refinery runs of these pro- 
ducts in Ontario increased almost 150 per cent -- 
almost 15 per cent compounded per year, to the 
point that 64 per cent of Ontario's requirements is 
now supplied by Ontario refiners. A little more 


than 8 per cent of Ontario's requirements is 
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imported from the U. &., leaving 28 per cent to 
be produced from foreign crude runs at Montreal, 

With the 1959 completion of other re- 
finery expansion projects announced for that year, 
Ontario's refining capacity will be increased from 
the’ present 193,000 barrels per calendar day to 
250,000 barreis per day. For the’ first timesin 
history, this should put Ontario's refining capacity 
essentially in balance with demand in the Ontario 
area, If full utilization of this capacity were 
achieved, it could result in an increase of 75,000 
to 100,000 barrels per day in Ontario's demand 
for western crude in the year ahead with a cor- 
responding decrease in the imports of United States 
and Montreal refined products in the Ontario market. 
In spite of the present economic recession, the 
chaotic retail gasoline market in Ontario, and the 
slump in demand for western crude, we are proceed- 
ing with the development of our producing, refining 
and marketing facilities. We are convinced that 
the problems besetting the industry today are very 
short term and that in the very near future the 
demand for western production will begin a steady 
and permanent climb. 

Since our company is building a new re- 
finery, going ahead with a very active service 
station construction programme and a vigorous ex- 


ploration and development programme for oil and gas 
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production, Iv would ‘seen to “us Chat’ this in it- 
self indicates that Cities Service has unbounded 


econridence in the future of Canada. 

Gentlemen, that i the end of our very 
short brief and we would be happy to answer ques- 
tions. 

THE CHAIRMAN: meni you, Mic. Hud, 
Me. Pactvidic? 

MR PATTI LUO: Me, Hull, could we spend 
a few moments on the Corporate set-up of the com- 
pany of which you are the head? Is it a wholly- 
owned subsidiary of Cities Service, which has 
its head office in the City of New York? 

MR. HULL: Phat-2s not cduite correct. 
We are a wholly-owned subsidiary of Empire Gas 
and Fuel Company, which is in turn a holding 
company and owned by Cities Service Company. 

MR, PATTILLO: How many directors are 
Ghere of your comoany? 

MR -HUGL: There are nine. 

Miter er LEGO: How many resident in 
Canada? 

MR, HULL: One. 

MR PAPPILLO: Rhee is yoursell? 

MR. HULL: Myself, 

MA PATTI ITELO : Youare the president of 
Lt? 


MR. HULL: I beg your pardon. I made 
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oe ms hy 
a mistake. We have three resident directors in 
Canada, 


DIR pete esi *¢, Are the other two per- 
sons who are resident directors Canadians? 

MR, HULL: Not Canadian citizens, no. 

MR, PATTILLO: Are they officers of the 
company working as directors? 

MR. HULL: They are officers of the 
company. 

MR, pPARELELO: Now, has the company any 
funded debt which does give Canadians an oppor- 
tunity to subseribe in? 

MA HU bis No, no funded debt whatso- 
ever publicly held by anyone. 

MRy PAPPILGO: Now the company that is 
out west, the producing company, is that in any 
way associated with the company of which you are 
president? 

MRVORULL: Only as a sister company; 
that company is also a subsidiary wholly-owned by 
Empire Gas and Fuel Company. 

MR PATTILLOS Who is the active head 
of that company? 

MR. HULL: Me. Be Oo. Walson,. He Us 
the president of the company and the executive 
vice-president is Mr. Kidd, who is with Cities 
Service in Delaware. 


MR. PATTILLO: Who is the manager of it 
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in Canada? 

MR. HULL: Mr. E. W. Dissler, resident 
manager and vice-president. 

MR, PATTILLO: Do you know how many 
directors there are of that company? 

MR. HULL: I don't happen to know that. 

MR PRTTEILLO: Do you know whether it 
has any funded debt? 

MR, HURL: I am sure it has no funded 
debt that is publicly held. 

MR, PATTILLO: Now, in connection with 
your operations, your company's operations here in 
Ontario and Quebec at the present time, what is 
the source of its products which it is selling to 
the public -- I mean regional source? 

MR. HULL: At the present time the 
source of the products is Montreal refinery area, 

MR, PATTILLO: Are you importing any 
from the United States? 

MR. HULL: Not principal products. We 
are importing small amounts of lubricating oil. 

MR. PATTILLO: Principal products are 
all being obtained from the Montreal refineries? 
That is correct. 

When you open up .your new refineries 
of which you have told us, what will be the source 
of your crude? 


MR. HULL: The source of our crude 
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will be Canadian crude by Interprovincial Pipe 


Line. 
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MR, PATTILLO: And all the crude that 
you will require will be obtained from the Inter- 
provincial Pipe Line? 

MR. HULL: That is our present intent. 

MR. PATTILLO: In this e&pansion pro- 
gramme that you are now carrying on do you 
anticipate that you will shortly be able to 
operate your refinery at its full capacity? 

MR. HULL: I don't think we will be 
able to operate our refinery at full capacity 
for the first two years, perhaps. We will be 
somewhat under rated capacity during that time 
as we see our sales projections at the present 
time. 

MA PATTILLO: so that you will have, 
for at least two years, some available capacity 
if arrangements could be worked out whereby 
products presently coming into Quebec and Ontario 
were stopped? 

MR. HULL: Tate ts correc: 

MR  PALTILLG: Am I correct in thinking 
that at the present time you are confining your 
business operations to the two central provinces 
of Ontario and Quebec? 

MR. HULL: Yes, sir, Ontario and Quebec. 

MR, PATELLLO: Once you have saturated 
those markets you may move on to other provinces. 

MR, HULL: Yes, we will do that. 


MR, PATTILLO: Do you know whether any 
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of your affiliate companies have any refineries in 
the Pacific northwest area? 

MR, HULL: I Know that we do not have 
any refineries in the Pacific northwest area, 

MR. PATTILLO: And in what I call the 
middle west of the United States have you any 
refinery? 


MR. HULL: Yes, we have a refinery in 


Chicago which is operated by one of our associate 


companies, 


MR. PATTILLO: Can you tell me what 
capacity that refinery has? 
MR, .fUGLs The capacity of that refinery 


is 55,000 barrels 2a day, 


MR, PATTILLO: And what is the source 
of erude which it uses there? 

MR. HULL: Principally Oklahoma and 
some Kansas crude. 


WE oe FS es Would that be company- 


owned crude, or would it be purchased crude? 

MR. HULG: It would be both. We 
purchase a great deal of crude in the United 
States and we produce about 50 to 55 per cent OF 
our requirements. 

MR. PARE LEOs is Cities Service, 
through any of its affiliates, carrying on busi- 
ness in the oil-producing fields beyond the 


Continent of North America? 


MR ests Yes; we are exploring in many 
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foreign fields at the present time. We have 
some small production in a few areas, but not of 
any great significance right now. 

MA PALTTLLLOS And is the company ex- 
porting any crude into the United States? 

MR. HULL: Yes; we are exporting crude 
from the Middle East at the present time to 


Philadelphia. 


MR,. PATTIRIO+ Now, we have heard mention 


of a company of the name of Richfield, as having 


a refinery in the Pacific northwest of the United 
States. , Has Cities Service any association 
with Richfield? 


MR. HULL: Yes, we have an association 


with Richfield. When you asked the question I 


was thinking of subsidiary companies. But we 


have substantial stock in Richfield Oil Company 
OD Catat ornate 

MR. PATTILLO: Can you tell us what 
that percentage is? 

MR. HULL: It is approximately 31 per 


cent. 


MR. PATTILLO: And are there other 


people who are substantial shareholders in that 
company? 

MR. HULL: Yes. Sinclair is approxi- 
mately an equal shareholder with Cities Service 


in that company. 
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MR. PATTILLO: Is that the same Sin- 
clair that carries on a producing business in 
Alberta? 

MR. HULL: Yes, I believe so, 

MR. PATTILLO: Mr. Hull, do you know any- 
thing about what the unused: refinery capacities 
existing in Ontario are,at the present time? 

MR. HULL: NOt Officially; only Dy 
hearsay. 

MiG LACUCLEO: What have you heard by 
hearsay? 

MR. HULL: I have heard that these two 
refineries in Ontario are not up to capacity, 
that are now in operation, As I say, I have 
been told that -- that B-A and Regent are not 
Utacaging thelr capacivy. 

MR, PATTILLO: And have you any idea 
as to the total of unused capacity in Ontario at 
the moment? 

MR. HULL: Again, I understand it is 
possibly 15,000°to 20,000 barrels a day in B-A8 
and 8,000 to 10,000 barrels a day of unused 
capacity in McColl-Frontenac, or Regent. 

THE CHAIRMAN: Mr. Frawley? 

MR. FRAWLEY: Mr. Hull, has your com- 
pany made any attempt to sell Alberta crude to 
the Richfield refinery on the Pacific coast? 


MR. HULL: Mr, Frawley, I am very 
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sorry I can't answer all those questions. As I 
pointed out before I am only pinch-hitting a bit 
for the production division; so I really couldn't 


answer that. 


MR. FRAWLEY: We would have to ask the 
president of the producing company? 

MR. HULL: Thats COPrect. 

MR, FRAWLEY: And it would be equally 


rhetorical for me to ask you whether you know that 


Sinclair, the other large owner in Richfield, had 
made any effort to get Alberta crude down to the 


refinery? 


MR. HULL: I couldn't answer that. 

MR, FRAWLEY: You have been, up to 
now, securing all of your supplies from the 
Montreal refinery in Canada? 

MR. HULL: That, is correct. 

MR, FRAWLEY: How long has that been 
going on? 

MR. HULL: Approximately three years. 


MR. FRAWLEY: In other words, is it 


fair to say that you have been doing that while 


you were establishing your place in the market? 
MRenBULG: Well, of course, we have 
been in the market for twenty-five or thirty 
years in Ontario; and prior to this last arrange- 
ment we had heavy crude processes done by our 


refineries for us. By "recently" I am talking 


F bye: £ LIVE. 4 
Smuts 
J As road oy " We VE 2G 4 aM 
. Le ee “ * i, ; - 
[oque soy “ho abs clea al wort 
aE : : 
a Ss aes Oe } 
NS eerere {ae go0M 
pel oe 
SO UVKO Racy s wl - on. . AM 
Maes Pa : ort, 
oo ett ils : Yaa Ve mM 
anes 
Bray 
Hae oiaetig* 1) r 
415 . 
i 
fe i A OF tid 
et : 
ny ' ™ ¥ e - 
; f } ¥ VeAd Weebod eer 
cu Ao Axe tiyeg ‘ ber tas it 
; it (UGY Bat tet Leeiee. éLew), Noy 
rea oy 1 be 
my ‘ 7. " py : ik 
rere + aM, : » Ses ee + kate ies at 
* 2 Rp ak oe itty ey 2 wih a% 8 
Bel 7 he mai Paes 
PD. te, ; ae Tiss f©O2 Fog am an? ai osed 
er as - “ , . 2 mee ae a = : Po 4 a r 
3 wae La Rs OTR 
e Tf Ee f 4 bah ing belies 4 f 
afi Ss " feta Orie  oikth ee eu rat wets 
ens Ra i F cl 


| eee Bt OOD or 4 NRG SHU weed bt! on Saiech 
a 


T 36 
t 


alii P ggoet tis nila 1 
dtd 9, ot ddA pth key ali we I ae, Hi 
(ac free Conant, | 
si = See sins a 


ae wo 


a typ a ele “s . 0c b. GG 


Aiiow sw eae He 
steno oaesi hg, ste % anshbaane oy 
jf Sh "a : ro FM i|@ 


ba a J : val 
viksune’ 44 gt hath WW. af an AH 
rj kl ie » ay, f i Sots fy Af iO wy *: 5 S G } &, a | (eotsedaci 
rie OAs IG ag 
Lat © D ean tes lati, aise scbakente 


etd | o wots, shuxs ad tA toe et tie 2 a hee 


yneatArl 


4 on ae 1” os 
we hk A ans, - rE ! : a P 
, Cu esi 03 


aorvedt’ 15'r 
4 ; 


' 


7241 
ANGUS, STONEHOUSE & CO, LTD, 
TORONTO, ONTARIO 


about a three-year operation, 

MR. FRAWLEY: Tov iveraLre.o say Chis 
-- and I hope I am not presuming too much -- is it 
fair to say that an integrated company will not 
long continue buying its product? 

MR. HULL: We certainly hope that we do 
not have to have any long buying of product. 

MR. FRAWLEY: And your new refinery 
between Hamilton and Toronto is intended to take 
you out of this rather curious position in which 
you, as a large marketer, are buying your rpro- 
duct? 

MR.. HULL: Exactly right. 

MR, FRAWLEY: You are going to continue 
to sell in Quebec? 

MR. HULL: Bxactly. 

MR, FRAWLEY: You have service stations 
in Quebec? 

MR. HULL: Yes, we have some in Quebec. 

MR. FRAWLEY: Which you own? 

MR, HULL: Yes 

MR. FRAWLEY: And which you operate by 
lessees? 

MR, HULL: That: is eilenr. 

MR, FRAWLEY: And you hope to hold the 
gallonage at these stations? 

MR. HULL: Yes. 

MR. FRAWLEY: And how are you going to 
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Mis HUG: The product? 

MR, FRAWLEY: The product? 

WOR 27 be dalns We may probably make ex- 
change arrangements for a temporary period with other 
companies., . We ultimately expect to supply the 
product from our own refinery sources. 

MR, FRAWLEY: You @€xpect to get Lt 
down from Trafalgar Township? 

Nn, GULL: Yes, we hope so, 

MR. FRAWLEY: By pipe line? 

MR. HULL: By water. 

MR. FRAWLEY: By water? 

MR. HULL: Yes. 

MR, FRAWLEY: You will discontinue 
taking any from Trans Northern as soon as you go 
Into operation av’ Tratalgsr? 

MR. HULL: Trans Northern Pipe Line? 

MR, FRAWLEY: Yes, 

MR. HULLS Yes, in general. 

MR, FRAWLEY: And you hope to go into 
the Montreal area from Trafalgar Township? 

Mi HUG: We hope to do that. 

MR. FRAWLEY: Is there any crude from 
Venezuela to come in there? 

MA HULLS At the present time it is. 

MR. FRAWLEY: At the present time? 

MR. HULLS Yes. 


MR. FRAWLEY: That is the "present" that 
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Mr. White was telling us about? 

MR. HULL: Yes. 

MR, FRAWLEY: As of now it is certainly 
Bowes 117 

MR. HULL: Yes. 

MR, FRAWLEY: And do you really think 
that you can "buck" this Venezuelan crude and turn 
it into product in the City of Montreal from 
Trafalgar Township? 

MR. HULL: Well, the only alternative 
we have would be to build another refinery in 
Montreal, and we do not believe that that would 
be, in our situation, economic. We think it 
would be better to use our refinery capacity in 
Ontario and serve Montreal at some transportation 
disadvantage for the sake of lowering the cost of 
manufacture in the plant. 

MR. FRAWLEY: That is, because you are 
a marketer you have a surplus, and you are willing 
-- I will not say "to dump" -- to take a lesser 
price for a portion of it in order to gev invo a 
market that would be somewhat uneconomic? 

MR. HULL: We wouldn't have as economic 
a market in Montreal as we would have in Toronto. 

MR, FRAWLEY: But the economic market 
would stop some place? There would be a line 
drawn somewhere between Montreal and Toronto? 


MR. HULL: Yes. 
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MR, FRAWLEY: But you would want to 
penetrate into the uneconomic market, too, for 
the sake of your large unit capacity at Trafalgar? 

MR, HULL: Yes | 

MR. FRAWLEY: And you would be using 
Alberta crude for that? 

MR HULL: Obviously we would hope to 
use Alberta crude on the pipe line. 

MR, FRAWLEY: So that you have, at the 
moment, nothing serious in contemplation in the 
way of a Montreal refinery? 

MR, HULL: We have no plans for any 
refinery in Montreal. 


MR, FRAWLEY: L- think that will be all, 
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THE CHAIRMAN: Mr. Hull, have you told 
us the capacity of the refinery at Trafalgar Township? 

MR, HULL: Li OMLnk joel ane Cner PrLe.., 

Mr. Chairman, Our capacity is 20,000 barrels a day. 
That is the designed capacity. 
THE CHAIRMAN: Thank you. Mr, Pattillo asked 

you if the Cities Service 011 Company Limited or 
the Canadian Cities Service Petroleum Corporation, 
which is the western affiliate, had a funded debt 
outstanding. He did not ask you whether you had any 
equity of either or both of those companies that was 
outstanding in the hands of the public, 

MR, HULL: No, no equity outstanding in the 
hands of the public, Both of those companies are 
wholly owned subsidiaries. 

THE CHAIRMAN: Thank you, 

MR, COMMISSIONER LADNER: Mr, Hull, having 
in mind the useful information that you have given us 


just now, and looking at the situation from a Canadian 


point of view, what do you think of the creation of 


a National Energy Board in Canada? Your brief does 


not deal with that. In giving your answer, I would 


like you to keep in mind the supposition that it would 


be composed of representatives of business generally, 
the oil and gas industry, representatives of the 
provinces in which gas and oil have been found in 


quantities, the Board of Transport Commissioners perhaps, 


—— | and the Canadian Petroleum Association, or, generally 
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speaking, supposing it was composed of people who 
know or have experience of the problems affecting 
the industry -- that is, the gas and oil industry -- 
from a national and provincial point of view, and 
I woudd Jike to add win this set-up .that.one /of 
the purposes of such a Board might be to help co- 
ordinate the oil and gas policies of those provinces 
where they are entirely under provincial jurisdiction 
and relate those policies to Canadian export and 
import policies on gas and oil. I know I have 
a number of problems and suppositions involved, 
but perhaps, being a man of wide experience in 
business, you can grasp them all and give us your 
general impression of the benefits of a National 
Bnergy Board. 

MR, HULL: Thank you for those find 
compliments, but I purposely omitted in my brief any 
views on the National Energy Board, because from a 


corporate standpoint our company did not feel that 


they should take any position in that matter and 
therefore they have no corporate view to express. 

I might have a personal view, which is very simple 

and that is entirely aside from the corporate view, 

and I personally think that such a Board is not 

needed at the present time. I think there are adequate 
Jurisdictional powers given to various authorities 
today to control the essential factors pertaining 


to oil and gas. 
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MR, COMMISSIONER LADNER: Well, the 
B.A. Oil Company, in its able submissions from 
time to time, and in the last one nas made this 
statement: 

"As we have indicated, one of the most 
important aspects of the situation" -- 
that 18, the situation in respect of the production, 
transmission, disposition and utilization of oil 
and gas -- 
" ,.one of the most important aspects of 
the situation involves problems relating 
to the marketing of oli ‘and gas . . -" 

Now, you are an institution which is 
essentially one marketing oil and gas. What would 
be your comment on the viewpoint of an experienced 
concern like B,A. O11 Company? 

MR, HULL: Might I ask, are you asking 
the question in relation to the assistance of a 
National Energy Board in marketing oil and gas? 

MR, COMMISSIONER LADNER: Yes, TAis 
comment is made under what is termed ‘Term of 
Reference"(c)" -- The extent of authority that 
might best be conferred on a National Energy 
Board, tO administer , . .'. and so. forvuln, 

MR, HULL: I cannot personally see any 
help a National Energy Board could give to us, 
for example, in the marketing of oi1 and gas. 


————| I think we could do that very well on our own, and 
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I think that the industry has progressed very 
nicely over the last 10 or 15 years without any 
Energy Board being in effect, and I do not séee 
how it could help the.situation. 

MR, COMMISSIONER LADNER: Do you think 
that any government regulation would be helpful to 
you in respect of your business? 

MR, HULL: I would certainly seek none, 

I do not think we need any governmental regulation 
other than what we have now, 

MR, COMMISSIONER LADNER: Thank you. 

MR, COMMISSIONER HOWLAND: Mr. Hull, on 
page 2 of your brief you say that you made a very 
detailed study of the factors affecting the location 
Ofsyoururel inery. 

ME. Huss: We yess (rss 

MR, COMMISSIONER HOWLAND: I would like to 
take advantage of: that-if ZT could. If you do. not 
want to answer in particular, then just Say So. 

MR sHUdalse ALi eplenes 

MR, COMMISSIONER HOWLAND: What I am really 
concerned about is just to help you. Say you make 
one decision and say British Petroleum makes another, 
You are both in business, I presume, for profit. If 
you do not make profit you have to take a loss, I 
am in this, again, just to help you, particularly 
fromthe point of view of the forecast that the 
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Toronto area east, as against going on to Montreal, 
and there are price assumptions. Perhaps you could 
tell me -- , you could take five minutes if you like 
-- what the factors are which enteredinto your cal- 
culations, and something of the weight of those, 
including the matter of price. 

MR. HULL You mean what prompted our 
decision to locate a refinery in the Toronto area? 

MR, COMMISSIONER HOWLAND: That is right. 
Mr. Frawley touched on this, and you mentioned the 
question of volume, I suspect the size of your 
plant is somewhat less than BP's forecast... I am 
nob cure, 

MR. HULL: ‘That isa little larger in design 
than ours, 

MR, COMMISSIONER HOWLAND: Therefore the 
size is not compelling? 

MR. HULL: Not important. One of the things 
that was very large in our decision -- and I do not 
mind telling you this -- was that our historical markets 
for oii products had been in southern Ontario. What 
distribution we had was largely concentrated in that 
area. That was one of the factors. Another factor 
was the point, very important to us, that the total 
market within reach of the Toronto area was substantial. 
I think within 100 miles of Toronto something like 
one-third of the market of Canada could be reached, 


Thirdly, we were planning to go ahead vigorously and 
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develop Canadian crude, which we had been working on 
for many years without much success until two or 
three years ago, and with the prospects of develop- 
ing a fairly substantial amount of Canadian crude 

we wanted to put ourselves in a position to take 
advantage of that production. Those three factors 
were probably largely determining in our location, 

MR, COMMISSIONER HOWLAND: I will expose 
my ignorance here in trying to get what I want to get, 
Is it not true that the refining capacity in Montreal, 
in that area, has in fact served a great deal of this 
large consuming area of which you speak in Ontario? 

MR. HULE: Yes; 

MR, COMMISSIONER HOWLAND: Therefore you 
must be assuming that there is going to be a change 
in the source of the products in this Toronto area 
and the Ontario area. You have mentioned the whole 
of Ontario in your brief, 

MR, HULL: Yes, We think that a good part 
of the Ontario area lies naturally within the orbit 
of Canadian crude, and we think there will be a trend 
sooner or later toward the backing-out of some Montreal 
products from the portion of this Ontario market, just 
due to economic factors alone, 

MR, COMMISSIONER HOWLAND: I understand 
this, You are in agreement effectively with the 
Imperial Oil brief and so on? 


MR, HULL: I would say so. 
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MR, COMMISSIONER HOWLAND: I notice in 
the details that you will be operating at more 
than capacity, according to the Imperial Oil's 
forecast for 1959, which will be satisfactory to 


you; after-some undercapacity . 
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What I am trying to get at now is that you 

have to make a relative price assumption on your 
decision there between the price of crude in 
Montreal today and tomorrow, tomorrow being a 
little indefinite, and the price of Canadian 
erude in Richmond’ or wherever your*'place is. 

MR, HULL: Yes. 

MR, COMMISSIONER HOWLAND: Today and 
at the same period in the future, Now, this 
must give a person some concern and you have it 
predicted rightly that you have been quite pre- 
pared to assume the price relationship now with 
the differential in favour of Montreal will 
not change substantially over the next five or 
ten years, 

MR, HULL: I would assume that. 

MR. COMMISSIONER HOWLAND: Am I again 
correct in thinking thateit there were “a small 
differential that this could be absorbed by 
your sister interest in the west? 

MR, HULL: We think so, we think 
the advantages of having our own crude production 
would outweigh a small price differential. 

MR. COMMISSIONER HOWLAND: Now, if you 
are wrong on the assumption of the Montreal price 
relationship, how far wrong will you be before you 
can go along with your sister? 
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question to answer. 

MR, COMMISSIONER HOWLAND: I know it is, 
but 2D think) Lt is) quite vital because: what Ivam 
getting at, you have something you catch the other 
way. 

MR. HULL: You were asking me about 
how much differential in terms of cents per barrel 
could we stand as a premium in Ontario - - 

MR. COMMISSIONER HOWLAND: And taking 
into account you have production where they are 
owned by a sister or yourself which is perfectly 
legitimate. 

MR e sHULGs Only as a guess I would 
say the differential would have to be somewhere 
in the neighbourhood of 20 cents to 30 cents a 
barrel for us to make a change in the source of 
CECE. 

MR. COMMISSIONER HOWLAND: It is an 
assumption that is to underlie an iopinion on 
where the expansion that would use a Canadian 
crude was going to be? 

MR, HULL: Yes: 

MR. COMMISSIONER HOWLAND: I know you 
cannot guess within a few cents but some 
sensible proportion is what I was trying to get 
imioeshe: picture, The Commission looking at this 
may say 20 cents and somebody else may say $1.50. 
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true they have some production interests. 

BR AU: OF course, L mighntoalso 
point out that since we have no Varse foreseen 
erude holdings we were not influenced at all in 
wie Location of our rerinery, by the possible 
consideration of the use of that crude so foreign 
Olt IS not a question with us in determining our 
location, 

MR. COMMISSIONER HOWL::ND: Wells; fi. 
White told me yesterday I believe that the break- 
even point in cost of a refinery as between 
Montreal and somewhere in Ontario is in the 
Toronto market, the break-even point is there and 
you have no back-log of interest in western 
Canadian oil, you have a pretty tender - I ‘am 
nou telling you, you-are -Téel Ling «me, 

MR, HULL: I would be inclined to 
agree. 

MR. COMMISSIONER HOWLAND: Thank you 
very much, 

THE CHAIRMAN: Thank? you, Mac Hali. Lor 
your brief and for answering the questions and 
helping us this morning, we appreciate it very 
much your coming before the Commission. 

We will now adjourn, gentlemen, and re- 
assemble, I think we can make it at 2.30 this 


afternoon and not 2.15 as has been the custom, 


--- Whereupon the hearing was adjourned Oto si oe 
to be resumed at 2.30 p.m. 
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--- On resuming at 2.30 p.m. 


THE CHAIRMAN: The Commission will now 


resume its hearing. Mr. Pattillo? 


Mi. RATT IGUO: Thank you, Mr. Chairman, 
Mr. Chairman, we have the Shell Oil Company who 


will be represented today by Mr, Hughes, the 


secretary of the Company, in the absence of Mr, 


Ash who is in Europe, and Mr. Hughes will read 


to us the answers of the Shell Company to a number 


of questions which we submitted to the company. 


I do not propose to ask Mr. Hughes any questions 
about the answers because I previously advised 

Mr. Ash that I wouldn't do so. Mr. Ash told me 
that if it was necessary for the company to sub- 


mit to further examination, he would have to post- 


pone his trip to Europe, which was a business trip 
which had been long arranged. As I considered that 
I had addressed all the questions to the Shell 
Company that, in my judgment, had to be addressed, 
provided we got the answers to those questions 

which were submitted to him in writing, I told 


Mr. Ash there would be no necessity for postponing 


his trip and I would undertake not to ask any 
questions. 
THE CHAIRMAN: I take it that is the 
understanding of this Commission with Mr. Ash. 
MR. PATTIUEO. I propose that this 


document be marked T-9-4. 
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--- EXHIBIT NO, T-9=): Reply to questionnaire, 
the Snell Ofl Compariy "or 
Canada Limited, 
MR. HUGHES: nis is the return-or the 
Shell Oil Company of Canada Limited to the 
questionnaire of the Commission which was directed 
to ‘the company on June 4th, 1958, and in the return 
the headings and sub-headings and the page references 
coincide with those in the questionnaire go as to 
relate the reply to the questions concerned, 


Now, I°have a copy of the questions here, 


and I presume that the members of the Commission 
also have a copy. onall I proceed, Mr. Chairman, 
by reading the replies as such? 


THE CHAIRMAN: Thank you, 


I - EXPLORATION and PRODUCTION 
Saskatchewan As a Factor in Crude Production - 
reference page 4485 of transcript. 

Question: What are the future prospects 
for Saskatchewan crude oil in the total Canadian 
Ol1 production pievure? 

MR. HUGHES: In our original submission 
to the Commission, we pointed out the basic ad- 
vantages enjoyed by Saskatchewan crude producers 
in serving markets in Eastern Canada and the Upper 
Mid-Continent States. In view of these advantages, 
it seems likely that Saskatchewan will enjoy between 


20% and 25% of total Canadian crude oil production 
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an Che foreseeable future, inthe, firs: nalt or 
1958, this share was temporarily increased to 27% 
due to the severe competition erat Alberta crude 
exports on the West Coast. If large new reserves 
were found in Saskatchewan, this would increase the 
possibility of that Province improving its share 

of total Canadian production, 

Turning to the export market for Saskatchewan 
erude, the Minnesota and Wisconsin markets seem 
likely to satisfy increasing portions of their de- 
mand requirements from Canadian crude. in O53, 
refining capacity in these two States supplied 
only 10.2% of demand, the balance being imported 
by product pipe line and other means, from U.S. 
refiners. (Table I) Canadian crude supplied 23.3% 
of this Local relinine capacivy. 

There is a reference to Table I, and this 
table is found on page 3 and it covers Minnesota 
and Wisconsin market for Canadian crude oil for 
1953 to .1960. 

By 1957, refining capacity in these two 
States supplied 22.2% of demand and Canadian crude 
supplied 71.8% of their runs. Looking ahead to 
1960, we estimate that Canadian crude exports to 
this area will amount to 88 MB/D, representing 
86.3% of crude runs in the States of Minnesota and 


Wisconsin, 
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TABLE IL 


MINNESOTA & WISCONSIN MARKET FOR CANADIAN CRUDE OIL 


1953 TO 1960 


Crude Imports of Canadian Crude 
Ole Refining Capacity as % of 

Demand in % of in % of Refining 
Year MB/D MB/D Demand MB/D Demand Capacity 
1953 293 50.0 10,2 1¢ 2.4 23.5 
1954 305 3050 9.8 © pa 16). % 
1955 329 bie EG is 4.6 ets: 
1956 341 68.0 19.9 49 14.4 aig 
1957 B52 73.0 Cave 56 1539 (Axe 
1958 365 75:0 21.4 70 Nhe 2 89.7 
1959 379 05.0 22.4 (i 19.8 88.2 
1960 394 L024, OF 25.9 88 225 S6.5 


* Northwestern Refining Co. at St. Paul Park to add 17 MB/D 
refining capacity in 1959 of which 50% assumed to be run on 


Canadian imports. 
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Gas Reserves and Formula for Exports 
Reference page 4470 of transcript. 

Question: What are Shell's suggestions 
as to how a gas export formula might be devised? 

MR. HUGHES: On the first graph re- 
ferred to at the hearing (reference: page 4655) 
Graph "a", we show two curves, which are: 

MR Existing marketable reserves at any 
particular time, 

en Existing reserves contracted and approved 
for domestic and export markets at the 
particular Time. 

The difference between these two graphs is 
the uncommitted reserves available at the particular 
time Tor Future projects. This method of analysis 
has several drawbacks: (1) Long-term estimates of 
growth of reserves and growth of markets are being 
compared. The difference between the two is taken 
to determine the amount subject to. possible export. 
This difference is very sensitive to errors in both 
of the estimates. (2) The growth of reserves is 
quite sensitive to the growth of markets, so, in 
addition to possible errors in estimating, errors 
can be introduced by one factor influencing the 
other facuor, 

The second or suggested method represented 
by Graph "B", which follows, is similar in policy 


but restricts the issuance of permits for additional 
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markets to specific reserves found and contracted. 


It assumes that in granting permits now the reserves 


for long-range needs, that is, those exceeding 30 
years, will be obtainable from new developments. 
This we think is logical. 

On Graph "B", using 1960 as a reference 
point, we have plotted: 

bh The average rate of production at which the 
total reserves current in 1960 could be 
produced over a 30-year period; .and 

re ine average rave Ole oroduciion.or 

reserves under commitment in 1960 for 

a 30-year period. 

The difference between these two plots, 
which project as straight lines over a 30-year 
period, gives the average rate of production at 
which reserves for additional projects could be 


produced. Also the area under these curves blocks 


out (a) the amount of reserves committed to 
approved markets in 1960, and (b) the amount of 
reserves available in 1960 for additional markets. 

We know that additional reserves and 
domestic and export markets will be developed, 
and to illustrate the method or consideration of 
future permits two additional curves have been 
plotted, represented by - 

Se The trend of the rate at which total reserves 


existing at any particular time could be 


produced over a 30-year period; and 
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4, The trend of the rate at which the reserves 
committed at the particular time could he 
produced over a 30-year period. 

The difference between these curves (3 and 
4) at a selected time can be considered as the rate 
at which reserves could be produced for additional 
projects. 

In the case of Graph "B" it is not 
necessary to estimate for long periods into the 
future. The plot of the above trends could be 
done currently, and in the event of future project 
applications they could be examined. The amount 
of reserves found uncommitted would govern the 
issuance of a permit. In all cases the applications 
and permits are assumed to be for specific volumes 
overs Specitie periods, Just as inna cas.contract. 

This method. 1s° simiiarn tor the Federal 


Power Commission procedure used in the United States 


where the applicant shows that a market for a 
specific volume Of 2a8 exists, and that the reserve 


is available and can be contracted for. Lf aLter 


examination of the facts are established, then a 
permit for the specific volume is granted. Later 
on if an added volume is applied for, then the 
Situation is re-examined and treated just as a 

new project. Te point. iehenat vie pipe Line “or 
purchaser sets aside specific volumes of reserves 


by contracting for them, This is similar to the 
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action of the Alberta gas utilities which have 
estimated their needs in the reasonable future and 
negotiated contracts for them. This is what we 
would expect purchasers to do, whether domestic or 
export needs were concerned. 

The only thing we would add to this would 
be the examination of the adequacy of supplies for 
Canadian needs. 

Under the plan proposed the domestic 
consumer could be protected by: (1) The post- 
ponement of export permits when the trend of reserve 
growth was stabilized or declining; (2) The active 
competitive contracting for gas on the part of 
domestic pipe line purchasers when additional needs 
were foreseen; and (3) By agreements between 
exporters and the domestic utilities for pipe Lines 
assuring that the domestic market will receive 
priority in the event supplies fail or are not 


available, 
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II - TRANSPORTATION 


Edmonton-Montreal - Page 4569 of Transcript 


Question: How did Shell arrive at a 
laid-down price of $3.34 per barrel of Alberta 
crude oil at Montreal? 

MR. HUGHES: In arriving at the estimated 
pipe line tariff from Edmonton to Montreal, Shell 
took a figure of 70 cents per barrel provided by 
the Interprovincial Pipe Line Company, and deducted 
10 cents per barrel in order to present an optimis- 
tic picture for the Western crude, With this 
estimate of 60 cents per barrel, Shell indepen- 
dently forecast the laid down cost of Redwater at 
Montreal at $3.34 per barrel, calculated as follows: 


Redwater 35° A.P.I. 


Wellhead $2.560 
Charges to Edmonton 089 
Pipe Line Allowance .026 
Canadian Section of 

Pipe Line Tariff no 50 
Additional Charges (1) Oe 

Sub-total Canadian 3, 200 

Pipe Line fariif U.S. 

Section 0250 
Canadian Equivalent at 3% 242 


Total Canadian Funds $3.342 Laid Down 
Montreal 


(1) Includes cost of servicing idle Portland/ 


Montreal Pipe Line, plus loss of return on in- 


vestment in that pipe line, plus interest on addi- 
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Pipe Line. 
Reference page 4498 of transcript 
Question: In the opinion of Shell O41 
Company, what steps would be required by govern- 
ment to enable the financing of an Edmonton- 
Montreal pipe line? 

MR, HUGHES: Unless the Montreal re- 
finers voluntarily signed throughput agreements, 
the Federal Government would find it necessary 
to restrict imports of foreign crude oils by 
artificial means. The implications of such 
measures have been referred to in our original 
submission. Imported crude oil would have to 
be cut off either by quotas or by complete physi- 
cal embargo, either of which would possibly have 
repercussions on Canada's international trade 
position, 

If quotas were elected, the proposed pipe 
line would not supply the whole Montreal market, 
and the lower the pipe line throughput, the higher 
the tariffs required. A complete embargo could 
be set to keep out imported crude and thereby de- 
voting the entire Montreal market to domestic pro- 
ducers, Buc the financial viapliity< of thespro- 
posed pipe line needs more than the assurance of 
domestic crude to be used by Montreal refiners. 
Montreal must be dedicated to crude from Western 


Canada if sufficient tariff revenue is to be 


a: Seek, Liem aM Tele  riacihl | 
epee a yeast att Tana 

Ml), MERE ott cape ner 

; esha io ee 8 trephine: ven sia j 
it pe “ie n> Oe cauy * PY ua Coan , ene: ass one vem ‘soa 


ot LOG 
rik VIG ! are 


Wik \Whietdeseerty tere, cha Rete Bip ihe oon tho! 


4 j 


eta Sanetd ay svat aiken? ae eceatweciononr | 4 a 


' 


| _ shot tag 


Re we, 1S ; mf : 
ty vagal Deao C074) OL. : Peal: Bary (hp are (? a et a: 1 Yip ree 


‘ 
Seinen. Beara ott stormy Wigs OG gk ork ts) wD 
Perit. actl otha ere Aa ee Br ane sg ee iat 
eta a Bie ar iter oT eS sata) i | ppt Ss Wate oa 8 ed aif i 
bua geet find idee oS 
Siti HS Seehies Si. aed: Teeaneenty = daha etd BnLeoy a ' 
Ole eFF DR Ea aera ts oe Sse sob ; : \ 
he SHA oeg stars fy) ener: PERE ext een os ¢ iinet aga pepoq hal it 
‘ i ie i 


peteniiet Eee Saas. aed, aol! Oot seine hoi dpemon: 


} 
ysis wees Biiino ak peeled adu i aera 


; 5 | pan’ ‘vate ¥ bh 
: ; " 4 hy 
Oia lt sullen eGEgeEy nie am “ek base 


Mn iF va _) i rl 
rl at 


i. a 
i id . oF AM es . yy I 


7265 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


generated to service the financial burden, and it 
therefore follows that, not only would imported 
crude have to be cut off, but all present or 
future domestic sources, except Western Canada, 
would have to be denied the Montreal market. 

Thus, the implementation of the crude 
line to Montreal would necessitate the setting up 
of Government controls of the industry's largest 
refining centre, the ultimate effect of which 
might well be to require the extension of such 
controls over most of the industry. 

Tankers 
Reference page 4495 of transcript. 

Question: What data can Shell Oil pro- 
vide on the cost of tanker movements on the St. 
Lawrence and Great Lakes? 

MR, HUGHES: The information filed below 
Summarizes the economics of deep sea tanker opera- 
tion in the Great Lakes. Shell of Canada operates 
T-2's, but all three classes of vessels specified 
have drafts in excess of the maximum afforded by 
the Seaway system; consequently, less than capacity 
cargoes would be carried, In addition to these 
higher costs due to light cargoes, such movements 
would only be possible for seven months of the 
year and considerable storage facilities would be 
required to carry the refineries over the closed 


season, 
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TANKER TRANSPORTATION OF CRUDE OIL 
SUPERIOR OR SARNIA TO MONTREAL 


1. VESSEL PARTICULARS 


T-2 

Length Overall 5a 
Draft 30'-2" 
Dae ls 16 5540 
Tons/Inch 67 
Cargo Capacity 138,000 
Average Speed 13 Kts 
At Assumed Draft 

(max, ) 251-6" 
Losd in D.W.7. 3(50 
Canal D.W ts 12790 
Crude Cargo 

(M Bbls. ) 88 


rae SAILING DISTANCES 


Montreal/Superior 
Montreal/Sarnia 


Bk. 
Peerless 


O20) 
26! ae 
18, 360 

84.5 
149,000 
14 Kts 


1100 
17200 


ee 


1332 mides 
658 miles 
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Pipe Line Jurisdiction and National 
Energy Policy - Reference Pages 4450 
ano. 1675 of transcript. 


Question: What views does Shell Oil 
have on the regulation of oil and gas pipeline 
rates and on the matter of pipeline (.urisdiction 
as between the federal and provincial governments? 
MR. HUGHES: The question with reference 
to page 4678, to which page 4660 is related, 


raises issues of wide scope and the greatest im- 


portance, We are studying these issues closely 
in the hope that we may later be able to offer 
useful submissions to the Commission. Our posi- 
tion has been explained to and is appreciated by 


the Commission staff. 
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III - PETROLEUM REFINING. 

Refinery Yields as a Function of Crude Types - 
Reference Page 4581 of Transcript. 

Question: What will be the effect of 
natural gas on the market for fuel oil? 

MR, HUGHES: Shell's study of the effect 
of natural gas in Eastern Canada is still not 
complete and the findings will be forwarded to the 
Commission as soon as they are available. 

Question: Why is 30-31° gravity crude oil 
considered to be most suitable in Montreal refining 
operations? 

MR, HUGHES: Montreal refiners currently 
use 30° A,P.I. crudes in order to minimize middle 
distillate imports. By switching to a lighter 
gravity feed stock, such as Redwater, crude runs 
could be reduced to satisfy gasoline demand and, 
consequently, distillate imports would have to be 
increased, But, if natural gas displaces some 
of the heating fuel demand, this would offset the 
need for more imports, depending upon: 


a) Total crude run which is a function of gasoline 
demand. 


b) Distillate yield. 
c) Competitive effect of natural gas, 

If crude runs were reduced because of 
higher gasoline yield from the lighter gravity crude, 
the lower throughputs would mean higher unit operat- 


ing costs and higher product prices. 
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In the case of Shell's Eastern Canada 
operation, our proposed Bronte refinery will be 
designed to run lighter gravity Canadian crude, 
The higher gasoline yield from this operation will 
take this effect of natural gas into account. The 
production from Bronte will actually be comple- 
mentary to our Montreal East Refinery output in that 
thehigher gasoline yield will mean moving some 
distillate products from Montreal to balance our 
supply position in Ontario. This movement will be 
on a much smaller scale than required by our 
present distribution pattern. Operation of both 
Bronte and Montreal refineries on light gravity 
crude would result in a shortage of distillate and 
thereby increase import requirements during the 
next few years, 


Refinery Margins & Montreal Product Pricing - 
Reference Page 4571 and 4494 of Transcript. 


Question: In its previous submission, 
Shell stated that the imposition of a tariff on 
crude imports would be reflected in higher product 
prices in the Montreal refining orbit. Please 
explain this, with reference also to the matter of 
refinery margins, 

MR. HUGHES: The process of refining 
crude oil is basically the separation of the 
various component substances into marketable products 


or into raw materials that may be combined or 
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reformed into new substances, Any basis of allocat- 
ing the cost of the crude among the various end 
products can only be arbitrary and can have no 


real value as a determinant of the relative or 
absolute cost of such products. The refiner 
makes no attempt to calculate such costs except 
for the purpose of putting some arbitrary values 
on his inventories and thus forming an acceptable 
basis for determining profit in total, but not 
product by product. As a result the refiner cal- 
culates the profitability of his operating alterna- 
tives by working at the problem from another direction, 
He calculates the total selling value of the products 
he proposes to make as governed by his anticipated 
sales and subtracts from this the cost of crude 
and refining. The difference is the profit he expects 
to realize, Within the limits of flexibility offered 
by his equipment and the market for his products 
he can alter the product mix so that in combination 
with the refining costs appropriate to each case he 
can achieve the most profitable use of the crude. 
By similar trial and error heselects the crude that 
will provide him with the most satisfactory result 
although in this computation he will also have to 
take into account the cost of the various crudes 
available to him. 

A Shell of Canada is a private company we 


would prefer to make no public statement regarding 
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DrOLLGs. Nonetheless, we did give a copy of our 
audited financial statement for 1957 to the Chairman 
for his personal review and from it he will be able 
to satisfy himself that the profit earned by the 
company having regard to the amount of capital 
invested is of modest proportions. We have no 
refinery in Ontario and cannot assist the Board to 
compare relative margins in Toronto and Montreal. 

We can say, however, that our business in Canada in 

1957 may be subdivided into three separate parts, 

Hhesc arc: 

(1) the refining and marketing complex based m our 
refinery in Montreal and serving our markets in 
Ontario and Guebec; 

(2) the refining and marketing complex based on our 


refinery at Vancouver and serving our markets in 


British Columbia; and 
(3) the operations in Alberta based on the Jumping 
Pound gas field. 
Our operations based in Montreal provided a rate 
of return approximately equal to that earned by 
the company in total. Accordingly, it will be 
evident that we are not deriving an abnormal profit 
from our Montreal Refinery, and if an increase in 
cost of crude of the order visualized were to be 
experienced it would be most difficult for us to 


absorb it. 
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Reference Page 4579 of Transcript. 

Question: What would be the effect on 
petroleum product prices in Montreal if Canadian crude 
was to be used in that refining centre? 

MR, HUGHES: In a refinery economy, such 
as Montreal, product imports are the most economical 
method of balancing the supply position, If 
refiners reduced imports of distillates by running 
more crude, the excess gasoline made would create 
difficult and costly storage problems. With the 
high heating oil demand in Eastern Canada, most 
refiners do not have the flexibility to produce 
sufficient distillates without a surplus of unsale- 
able gasoline, If import quotas below supply 
requirements are applied, the Montreal refiners will 
be denied the import means of balancing their supply 
positions, and the inevitable outcome will be a higher 
cost operation, Obviously, if it were possible 
economically to manufacture more middle distillate 
products in order to eliminate imports, the refiners 
would already be doing so. Thus, if product 
imports were denied, higher cost of operation would 
Den inevitabie, 

IV - MARKETS, 

Puget Sound Market - Reference Page 4555 of Transcript. 

Question: Although Canadian oil is 
competitive in Puget Sound in the current period 
of inventory surpluses, it is losing out, because 


of commercial relationships, to California crude oil 
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and other crudes. What is the supply outlook in 
the Puget Sound area over time? 
MR, HUGHES: We agree that the 
existence, as at present, of surplus crude or products 
in California, the most economical disposal area 
for which is the Pacific Northwest, does militate 
against Canadian crude imports into that area, 
However, forecasts of forward supply and 
demand in California suggest that the present situa- 
tion is temporary and that the area will become 
increasingly deficient in indigenous crude. Imports 
into Puget Sound of non-Californian origin’ will 
therefore be required; the sources from which such 
imports will be drawn will depend on a number of 
factors, including price and level of tanker freight 
rates prevailing at the time. 


Processing Agreements for Product Supply - 
Reference Page 4611 of Transcript. 


Question: In the initial hearing Mr. Ash 
mentioned, as a short-term possiblity for improving 
the crude ‘oil“production outlook, the idea of 
entering into processing agreements or buying 
products in Ontario which are now supplied out of 
Montreal, This was mentioned by Mr. Ash as a 
short-term possiblity "in> the mind" and so far as 
Shell 1s coneerned, has not yet been developed 


beyond that point, 
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World Oil Pricing _ Reference Page 4549 of Transcript. 
Question: How dominant is the U.S. Gulf 
price in the world oll pricing picture? 
MR, HUGHES: Shell has subsequently 
submitted to the Commission a comprehensive review 
on "The Frice of 011" to which we cannot add at this 
time, 


Strategic Aspects of the Montreal Market, 


Question: What comment would Shell wish 
to make with respect to strategic aspects of 
Montreal crude oil supply? 

MR. HUGHES: in the event. that scroude joj 
from sources other than the Middle East is available 
for seaborne import into Montreal, the facilities 
available today are better than those at the 
beginning of World War II, by reason of the con- 
struction of the Portland-Montreal Pipe Line, If 
marine movement of crude oil to Montreal was cut off 
by another major war, the inevitable outcome would 
be a North American continental oil policy. In this 
event it might not be in the best interests of Canada 
or the North American continent to have a large 
portion of Western Canadian crude production 
dedicated to Montreal. 

That, Mr Chairman, is the submission, 

THE CHAIRMAN: Thank you very much indeed, 


Mr. Hughes, 
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Mr, Frawley? 

MR, FRAWLEY: Mr, Chairman, what I am 
going to say now is said with a very real regard 
for the courtesy which I have received from the 
Commission. 

I certainly would not have objected, if I 
had been consulted by the Commission, as to Mr, 

Ash going off to Europe because he had to go on 

an important business trip. I know that my friend, 
Mr. Hughes, whom I knew when he was an eminent 
member of the New Brumswick Bar, is not, perhaps, 
qualified and is not here today to be subject to 
my examination on this brief. 

That is Tagnh. Le dt5. Mes Hugnes? 

MR, HUGHES: I am not a technical-operation 
man, 

MR, FRAWLEY: So I propose, naturally, to 
ask no questions. I am bound just as much as my 
friend, Mr. Pattillo -- and I have to emphasize 
that I have no objections -- but I do want to say 
that there are things in this brief that I would 
have cross-examined Mr. Ash about if he were here. 

For instance, Mr. Asn says in his Table 
No, 1 that Western Canada will put 38,000 barrels 
a day into the Mid-West in 1960. The Conservation 
Board says between 53,000 and 55,000, That is a very, 
very considerable difference. That is one thing. 


This brief, again, talks about the comparativ 
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profitability of the refinery in Montreal and the 
refinery in Toronto. ; 1. challenge that)... Certain. 
it is that they have given to the Chairman their 
profit position, and that only a modest -- that 
equivocal word -- profit emerges, and I don't quarrel 
withthat. But what has that got to do with what I 
am talking about? I am talking about the ability 
of the Montreal refinery to pay the landed cost 

of Venezuelan crude, that we have had in evidence, 
as against the ability of the Ontario refinery to 
pay the landed cost of Alberta crude. 


I am talking about the comparability of 


the Canadian refinery to take crude in and not increase 


the range of product price. 

If it sounds like making a speech when I 
shouldn't be making speeches, I am sorry. I just 
want to express my great regret that Mr. Ash isn't 
here; but I am sure that he has more important 
business, 

I am pleased to see that he has come out 
frankly and told us that the Puget Sound area, which 
actually, physically, receives our oil -- that the 
pipeline running into the Puget Sound area is now 
coming from British Borneo, 

However, as I see it, it may be that there 
will be no alternative but to bringing Mr. Ash... 

MR, HUGHES: I think, possibly, I might 


say that Mr, Ash advised me to inform the Commission 
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that he is prepared to return at any time if his 
presente is required for cross-examination, and 
that he will fly back if he is required. 

THE CHAIRMAN: I don't think Mr. Frawley 
means what he says just as seriously as the bark 
sounds. 

We did take that into consideration. 

It was an important, long-months -ago-arranged 
wrip, and it 2s a matter of redativity; and I 
don't think it 1s fair ito imply to Mr. Ash's mind 
that his business in Europe is of more importance 
than appearing before the Commission; and I am 
sure that you didn't mean it in that way, Mr. 
Frawley? 


MR FRAWLEY: (“I vsumelyvdian' 


THE CHAIRMAN: But he did make it very 
clear that if there was the slightest reason why 
we wanted him here to answer questions he would 
return immediately by plane. But I don't think 
you really want that, do you, Mr, Frawley? 

MR, FRAWLEY: No, I don't -- for this 
reason, that this isn't a law suit. I am in the 
hands of the Commission, and I will say publicly 
that I couldn't be in any better hands. Sc I am 
not asking for that. 

THE CHAIRMAN: Thank you very much indeed, 
Mr. Hughes, 


Mr. Pattillo? 
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MR, PATTILLO: Mr. Chairman, we now are 


going to hear from an individual, Mr, Cyril T, Young, 
who is a Canadian and who has seen fit to submit a 


brief to the Commission, 
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Submission By 
MR, CYRIL T, YOUNG 


MR. PATTILLO: Me, Young 1s a very 
great Canadian who has made a great contribution 
in the past to a lo& of development in the north 
of Ontario, who I understand probably more than 
any other person is entitled to the credit for the 
location of the route of the Trans-Canada Pipeline 
through the northern part of the province, I think 
that Mr. Young is to be commended as an individual 
for taking the time and at his own expense going to 
the trouble of preparing this brief and coming here 
to listen to us. Mr, Young, would you comeover here 
to the table? I would like to have the brief marked 


Taal 


~--EXHIBIT NO. T-9-5: Submission by Mr, Cyril T.Young. 


MR, YOUNG: Mr, Chairman, I was unaware 


that I was going to be called when I came here today. 


I had other copies of the brief... However, in order 
to make some progress, at different points of this 
I am going to ask that it be taken as read, so as 
not to delay you any longer. I may say that I was 
here for a day or so and I listened with careful 
attention to what was submitted in briefs, and I 
have the highest regard indeed for your own | 

Royal Commission. It has been my own good fortune 


or bad fortune in the past to have been up before 
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various Royal Commissions, like the one when the 
Canadian Northern was taken over by the Canadian 
National, when Judge Meredith was in charge. 

Canada, our Canada, the best country in 
the world to live in has a greater future in oil 
and gas than any other of her natural resources, The 
author of this brief to the Borden Commission be- 
came interested in natural gas and pipeline after 
traversing the proposed pipeline route between 
Nipigon and Sudbury along the rocky shores of Lake 
Superior. 

Because of my knowledge gained through 
many years of exploration throughout the Northern 
country as Superintendent of Resources Development 
across Canada under Sir Henry Thornton for years, 

I was of the fixed opinion after months of examina- 
tion which I was never paid for by anyone, that the 
original route proposed by Trans-Canada along Lake 
Superior was one that should be abandoned because I 
knew a better pipeline location, I felt justified, 
after examination, in filing with the Board of Rail- 
way Commissioners ,sometimes called the Transport Board 
of Ottawa, an alternative route for adoption between 
Port Arthur and North Bay. The hundred or more large 
scale photographs filed with the Transport Board by 
me showed the long tangents of No. 11 Highway 
adjacent to which I proposed the pipeline be laid due 


to the favourable nature of the country and availability 
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of No. ll paved Highway for hundreds of miles, where 
patrolling the line could be successful. Many of the 
photographs showed the rough topography of the mountain- 
ous country adjoining Lake Superior in comparison with 
the Clay Belt route filed which Trans-Canada 

finally adopted, 

Surveys by Trans-Canada had then exceeded 
$2,000,000 in cost. The change of route I advocated 
covered a length of approximately 600 miles. Our 
"sales potential" for natural gas while almost non- 
existent on the Southern Lake Superior route was 
extensive on the now well-known Northern route with 
its Towns, Cities and Industries. 

The Northern Ontario Natural Gas Company 
was incorporated on May 6, 1954, under the laws 
of the Province of Ontario, for the purposes of 
constructing and operating natural gas distribution 
facilities for industrial, commercial and residential 
use in communities located in the Province of Ontario. 
The Company has contracted to purchase natural gas 
from Trans-Canada at various points in Ontario along 
Trans-Canada's pipeline route, for distribution 
by the Company and by Twin City Gas Company Limited, 
an Ontario Corporation serving the Head of the Lakes, 
of which subsidiary a large proportion of the 
outstanding stock is owned by Northern Ontario Natural 


Gas. 


— Contracts were made with some 26 municipalities 
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and plants and were obtained from points across 

the Northern country from Port Arthur Eastward, : 
which I helped to secure. Later several other 
municipalities, including Port Arthur, Fort William 
and the Paper Mills, were secured by Twin City 

Gas Company operating between Kapuskasing and 
Kenora on what was known as the "Crown Section" 

of the Trans-Canada construction between Kapuskasing 
and Kenora on which a loan of Eighty million 
dollars was made to Trans-Canada by the Dominion 
Government. It now is and always was foolish for 
Ottawa opposition to worry about this Eighty 
million being repaid by Trans-Canada. (It was 
stated the other day by my friend, Mr. Coates, 

that it was going to be repaid shortly.) 

AVAILABLE GAS RESOURCES, (This report 
was nade by me at the end of January; so you will 
understand, when you hear it read, that that should 
betaken into account.) 

Backing the whole of the Trans-Canada 
project is the fact that it was estimated by the 
Alberta Government that there was 23 trillion cubic 
feet of natural gas available in Alberta, recently 
greatly increased, as data herein will outline, 

Men who know, state that natural gas and oil is only 
15 per cent developed in the West where oil and 
gas production so frequently go hand in hand 


together as is well known. In the last five years 
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the proven reserves of Alberta's Natural Gas 

have increased from 4.7 trillion cubic feet to 
18.3 trillion cubic feet, so it was, therefore, 
safe for Alberta to allocate 4.35 trillion feet to 
Trans-Canada, as was done to meet their sales po- 
tential in the East: This supply of gas is suf- 
ficient to service all the 20-year gas sales 
contracts now signed by Trans-Canada Pipe Lines. 

Again let us keep clearly in mind that 
the gas finds are frequently made "incidental to 
the search for oil, and until West Coast Transmission 
and Trans-Canada Pipelines were financed for construc- 
tion and markets, there was little incentive 
to keep on developing gas areas in Western Canada. 

In fact it had been common practice to cap any 

gas wells discovered and to abandon the field mean- 
time, while continuing the search for oil by dril- 
ling elsewhere, We all recollect how gas flamed and 
burned around Calgary for years. 

The Canadian market promises to use at 
least 130 billion cubie feet of gas per year in the 
fifth year of the operation of Trans-Canada. Another 
desirable feature of the markets in the East is 
that there is enough potential industrial load which 
can be economically served by natural gas branch 
lines to ensure that 95 per cent or more of the 
capacity of the main pipe line will be in con- 


tinuous use, 
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Gas storage in Ontario will always be 
one of the difficulties of Trans-Canada and lessees, 
but extensive underground storage at Dawn and else-~ 
where in Southern Ontario by the Union Gas Company 
of Chatham, which is not only a very efficient 
company, but looks ahead with vision, may provide 
some storage for Trans-Canada's use, which is only 
possible where gas was previously produced and now 
forced back under heavy compression pressure, 

Tne diameter of the main pipeline to 
Winnipeg which is 34", is 30" on the section of line 
from Winnipeg Eastward to and beyond North Bay -Sudbury 
aren an What is very important is that this one 
pipeline will deliver fourtimes the equivalent energy 
as will be generated by the St. Lawrence Electrical 
Power Development Seaway and now gas will be made 
economically and compatibly available to one-third 
the population of Canada coming over a route 


approximately 2,300 miles long from our Canadian West. 
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Due to the fact that oil and gas “flows 
through pipelines with booster stations along the 
Souve vitheveest vor fuel’ in the North country “av 
points such as Hearst and Cochrane for example, 
Will be around one-third less than the present 
$30.00 per ton cost of the coal to that section 
Hrommcranvon, Inenwaue to the Tact that costunas 
to “roll” Meme raiiways"anevesd of '" flew" Fim 
pipelines, Sethe freient Naulanereases <n cost on 
account of Mincreased rail wages and other costs 
making for "ever-higher' freight rates yearly, 
tessiening coal sales potential . 

When I was with the Canadian National 
railway as Superintendent of Resources and Develop- 


ment from Coast to Coast rates were second nature 


to me. I had to know them whether they were rail 
YaLles.. 0) lakewtand ail; — or soceans)) Sovocean rates 
on o1]1 coming through tankers is something that I 
am anterested in: 

NECESSARY STSPISTics si What we call our 
mineral fuel production was one hundred million 
dollars higher in total value in 1956 than in the 
preceding mea, Crude petroleum output of 170 
million barrels was valued at nearly 402 million 
domiar's, ; Alberta's production increased by 31 
million barrels to reach 144 million barrels while 
Saskatchewan has 70% increase to 10 million barrels 


and Manitoba's volume of oil increased 43% to 5.9 
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miidton barrels: Using comparisons, the volume 
of natural gas utilized less waste, was 173,260 
Miilion cubies fect: The decline that had been 
going on in coal output over several years was 
slightly reversed and in 1956 there was a small 
increase in the quantity produced of 14.9 million 
tons. 

Meantime the total mileage of oil pipe- 
lines operated in Canada rose to 6,051 miles in 
1956, an increase over the previous year of 972 
miles being 19%. At the same time gathering 
systems of 1,405 miles were up 58.3% over 1955, 
all of which increases create food for thought and 
are quoted because the author again makes the state- 
mentrthat sol le production andyaas production and 
markets must go hand in hand as a result of ex- 
Panieton an existing’ Facilitves and markets, The 
addition of new lines, the total cost of property 
and equipment installed is quoted at $360,715, 385.00 
in 1956, an increase of 14%, again food for thought 
in Canadian resources development. 

Operating revenues for the year amounted 
to $78,213,744.00 an increase of 32% while operating 
expenses rose to $29,387,707.00 an increase of 23%. 
Operating income went up 51% to $48,807,037.00 and 
valuable information is that income tax deductions 
in 1955 rose to $21,546,974.00 yet income tax at 


-—_—_—————______ 


$18,710,113,00 was 55% above the tax of $12,103,512.00 
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Peported for 2e5o5;valr or "which we shall have’ to 
have before us to evaluate what this gas and oil 
industry means to Canada. it if the greatest of 
all our potential natural resources. Taxes must 
be lowered to find home and foreign markets and 
invite Risk Capital to develop: 

In’ the discussions going on as to who 
owns. what, Ir Olt across Canada; this is. the place 
to state the information that at present time six 
of -the largest major companies - Imperial O11 
Limited; California Standard Company; Shell Oil 
of Canada Limited; B.A, Oil Company Limited; 
Texaco Exploration Limited and Mobile Oil of Canada - 
hold between them about 40% of the gross acreage 
under lease in Western Canada and at the same time 


control about 3/4 of proven oil services in Canada. 
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WORLD OIL RESERVES: ine World crude 
oil reserves in millions of barrels in 1956 is 
something not only the Borden Commission should 
Have SUDMLETea VO"1t Lil a brief, but every 


Canadian should study. It stands as follows:- 


Oona. os atesisceuee « 40,000 
FROIN trl eta 5 Sern ke. sayin veibeve ne ; 50, 000 
Iraq aire: “© 6 8 ee Ss) Je. > eee ew @ en OOO 
1 oh eee eee aS eae de 20000 
RU arts yo eeete a a seus eave Haws tO 
BemPoay pce. ces heme Le 
ONG ESS eis ewe as terete eee ear. 526 
WWseed. Oo Uae Sh aa ae oes BU, 250 
OMNI. Soa ae auacedtenuare ale 3, 000 
Other Western 
Hemisphere..... 16,552 
Reson Wotdce ots oe oelhs 17,427 
200,431 
of which total the Middle East has 133,201 million 
barrels -) Food for though. Russia's favourable 
areas are amazing in size comparably and it is high 


time, considering what our combustion engines and 
ourn i lying units: require, that wevin Canada 


wakened up and studied charts such as the above, 


Let'enclimb) therHilis;*eatch the vision’ and plan 
SCCOPRGLNELY 5 

SINCE 1947 THE RaTE OF NEW CAPITAL INVEST_ 
MENT IN :LL PHASES OF THE OIL INDUSTRY IN CANADA 
HAS CLIMBED OVER 48 TIMES from $1,000,000 a month 
tamover oone-and=ashalf mivimgon dollars per day. 
Over the next 10 years a total new capital investment 


of at least eight thousand million dollars will 
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ice ly Deashecegedsby che ol uindustry 4h alld its 
departments. WE CaNNOT, THEREFORE, DO WITHOUT 
RISK CaPITAL, AND aCROSS OUR NIsGARsa, ALWAYS MORE 
BOND THAN FORTRESSED BOUNDARY, OR THE 49TH PARALLEL, 
WE MUST CONTINUE TO GIVE AMERICAN RISK CAPITAL 
CORDIAL WELCOME TO CaNADA, Our Canadian capital 
stays in our banks and does not serve as "risk 
capital” to any marked degree such as is necessary 
Lo our futures Canada must abandon her tight 
money policy, and not only the Bank of Canada's 
President, but every name on that Board needs close 
Seruciny. We need makers of Canada on that bank 
board. Nor can Canada progress without enough 
active stock exchanges and only freer money is 
going to make risk capital available - - make no 
mistake about that. 

COMPARISON ON ENERGY SUPPLY: Estimating 
carefully Canada's changing energy supply for future 
consumption, Coal use is estimated by Trade and 
Commerce experts to extend only 1.3 times in volume 
in the period of 27 years between 1953-1980; Oil 
torextend 3.3: times inethat. period of 27 years; 
Water Power to extend 4,1 times between 1953-1980, 
27 years; and all other energy up 1.4 times except 
natural gas use which will extend 18 times from 
1953-1980, 27 years. When it is noted that all 
others, including Nuclear energy, atomic energy and 


Forest fuels extend only 1.4 times in the 2/7 years 
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anead, wnen one can see at a glance the importance 
Of Netural Gas enerey An the, future of Canada. (7s. 
iS seSrvineved by experts an the Trade (& ‘Commerce 
Department of Canada and recently published by the 
Bureau of Statistics, that by 1930 the following 
Waid pe Une ravnios of the various @¢nergies used an 


this Canada of ours:- 


ioemie Bnergy <.. ss O% 
Wood products ...... 8% 
Water power. ..i...; 11% 
Gio ee eae maser es 16% 
Retin 17 Ge ae Vienne a7 
cbLs Romane Wet eee eee oes 


The Cost .of reactors in. atomic. enerey will 
Orace Atomic enerey in volume competi tion out of 
the piebure excent in insular countries. dike Ericain - 
all of Whichwariords us«food for thought, Cheaper 
reactors such as Canada is now building and U.235 
(Uranium) in quantity is the answer and it will 
come yet. 

CuNaDsa'S CHaNGING ENERGY SUPPLY: (each 


source as percentage of total energy ) 


Energy Source 1926 1953 1950 
(Actual ) (Actual (ast. ) 
Coal 09 39 16 
Petroleum 10 oe 45 
Natural Gas 2 4 25 
Wood 10 ve - 
Water Power 3 8 A 
Nuclear energy -- -- 2 
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CHEAP POWER 15 THE HEART OF INDUSTRY: 
PoOUnganueenersy is pie Lite blood of an andustrial 
economy especially where, in a country like Canada, 
we have to know that the power is behind our plants 
and industries if we are exporting under contract to 
foreign countries. The one thing about power 
behind industries that has made Canada famous has 
been Hydro EHlectric Water Power generated from 
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I am not endeavouring at any place to 
underestimate uranium or atomic energy, but the 
fact nevertheless is that except for inland 
countries atomic power is never going to match 
either water power costs or natural gas costs. 
It falls on one's ears strangely that atomic 
power may be developed close to coal deposits 
and with its assistance, when one realizes that 


water power has never gone on strike and that 


coal -- page Lewis -- has been going on strike 
so much that any atomic energy it will furnish 
fuels for to produce will not have the stability 
of industrial power from water power or from 
natural gas. 

Nor should it be forgotten that this North 
American Continent has the highest per capita con- 
sumption of energy plus the highest standard of 
living in the world and water power has been one 


of the fundamental causes of our success to export 


cheaply while at the same time paying almost the 
highest wages to labour in the world. Let us in 
balancing our objectives deliver to the gas hungry 
Northern Central States market, gas from Emerson, if 
we can, more economically than they could buy gas 
from Texas or Oklahoma. Meantime let us absorb 
thestact so imporvant. that. the proven reserves of 
gas in the U. S. have dropped from -- these are 
published statistics -- a 40 years' supply quoted 


in 1940, to their now estimated at only 22 years' 


* 
ey ae cor to 
3) Gl no Aeon 

; . are 


oad 
f 


eeitea site a pee rae sour 


| 


end ai 1. sirens Si ve tc" oben | 


a 


sae whi Gn 


‘i ee “ <. 


bretanl 10°) ,Ja99 


we ? > 7 _ 
ay tert at nial 


~ 


KISS Yovon ot Aswad oknowa sortd 


w~» 


nadie ¢ 
fei 


DAE ade 
Sots 7) 

; 2 ¥ : 
ah o> 
2 Fae 

\ , gitpoqs6 fade ov aneks pal aver oe von | 


‘a hot pugtiess oto oodw ., oeavebeRe wit wi baa | 


or te: ’ : A 4 
| ea 259 Lihue art ry a ag@e S eich “ian “¢ 
t LAA. ae ate ) a 
, aEm0 7 HSA? Ulesrorae atea Lane RO rte 3 


pay 


\ frat bop, oibeie af S80m faveqn @an seweq ae 
ou , 


Rae be f i 7 
if eviete mo antey peal.aad --' agiwel ead «= 1a0e Di) 
a Loa bree Ade ve ee 

ee, 5 q . a ‘ Py a i" i #h i) ss 4 Pes! 
ip , ft ¢ ‘4 ‘- Bt ee Py f Met t ka] ct (3S hae 7 Bh £Teysnt ‘ lab how 

ae SN oe ie ey ee es, Ce ; Me , +e 
i ee ee s Ge ‘re bere Cy Be Spr teteote, Pit wo 4 aefant : t 
ah VO bb sta 4 yey a 1 i40 SOR e : oa 
Mi, Be Wie Pie) F 

: o es, ‘ “* . : Latte a : #- - & a a 
By nets “OS Sow tL GaN wl Sway” Late eet Tt 


i . " ‘ft ring va aon 
. 28a. LI an 


Laps \ 
ne we “4 . M 
oe ie = 
j ‘ + liad " ’ ‘i 9 a) 4 
i ‘al L i : Pe 2 a: Pe ae i , Jj f ai ba } 
f ; , f 
i) ‘ arnt then ' : nigra : aie : ‘ i f ort eu 
An ~e Va vee sein 4 oil tk ean at te =, oul a were oe ee is ; 
a ov cys 6 LOB ‘ ree " Hh wy e Be MS fives 2! aus tw hh wer, as Sink 
, ; ; 
i j ae ‘ , 5 ry i . a) 2 a . * i} i 
U : ¥ f . f : * Bare cig on hey) ESN x ee 5 
7 . “Spey Tey og oN ie RE Bc pe Ware | al tae 
ie  WkeiMieta TOC. ss SOC. CORRS See balte odes 
es mT | ; ’ 
ais cage } 
avo resd zed Yeni tiadsh fort Bhrde lettt me oti hr. 
) 
y 
. ee SUR Gets f ae , . re 
ry at. a ee , Fe : ‘one ne ea eo. a 1S my 
1G OC ie, 2 4OoN ify ie OP ot) ha noms hawe ond) 16 
Paya i a dh f 
Ake 3 er, BERN be Fey ~ pe , 2 
ats Pao Sigs ange anhe en Deedtenw viakens: ; 


. ~ ; : or a - ee ee Bs Pe shea eed 4H 
ni av wad sl wosdo- ml sHuongl oo. eeaw tagneka 


do Mo untons lad Po ae 


fh 4 MOS Bk Soo , (ONZE 2a7 ei ‘H ey 1) eve ohderon 


oll ok Pit rane Eee a as : a ey : We 
Bi Lh bse Gone: char: Ata OTe Bina ithe os t ul 
Ps : e q ’ 

wu flares eS wa i 


a ed = BLT Fi ee i * Bin’ ag Ls , wo eaxsa't a wai 

; ” 

eal ee iG a ee i Fs (4 + 7 el 
POVIHert Hevopy ai sans caesdaoatel. M 2 doo ‘it 

Satta Pl 

Sis ‘onend -= wei! Soqccih sad 8. A “ely iri ay a 


. , i r i 


hetonp iF ee Oi). Swe eee 
aie: seme eS 
eyeey 5G Wine te botuntéad wos Mie 


a I pa | ieee : ios see 


ANGUS, STONEHOUSE & CO. LTD. 7294 
TORONTO, ONTARIO 


supply at the end of 1956, something to really 
think about or Canadians to know. 

Important Dry Process on Iron Ore and 
Future Gas Markets: The Ontario Research Board 
(50 per cent Ontario Government backed and the 
other 50 per cent Manufacturers Association) have 
built what is more than a small pilot plant at 
Malton where tonnage tests of Canadian shipments 
as well as from Norway and Sweden, are made on a 
formula that through a dry process treats mag- 
netite and hematite ores. This formula ds ta 
definite success. The process will result in a 
larger plant being put up in Northern Ontario using 
natural gas because natural gas has "elements" in 
it as an energy fuel that does not all exist in 
eoke, coal, oil or hydro power. hlso- thisvplant 
has nothing to do with making elemental sulphur 
out of iron sulphides such as natural gas alone 
makes possible -- I mean you can't do it with coal. 
Keeping in mind that we imported $80 million of 
sulphur from Texas and Louisiana part yearly some 
coming up the Missouri by boat to Chicago, then by 
wavercto, sthe Seult sand by “call von, to CutiersC.P .R. 
at which paint (Blliot Lake) we now treat our 
U.235 (Uranium ore). This formula in iron will 
result in the use of more natural gas, due to our 
nugev tron, ore sranges. Let us not forget that 


many of the iron ranges are on the route of the 
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gas pipeline now being built between Port Arthur 
and the East, which new route to the North is 
filed with the Transport Board, Ottawa, covering 
several hundred miles of pipeline now being con- 
structed.-- and that is all under construction. 
I may add that there were 5,000 men working on 
that last week, 

Let's be big enough Canadians to agree 
that while we cannot use all grades of steel here 
until we have greater population than 17 million 
people, yet the shipping of raw iron ore out of 
Canada must lessen. Allied with this mining 
and metallurgy of iron is bound to come, like 1t 
already has at Consolidated Smelters, a plant 
for the manufacture of fertilizer; especially 
for the Clay Belt, because fertilizer from. iron 
sulphides is a warmer product for it germinates 
seed faster than other fertilizers, in cold short 
seasons like our Clay Belts across Northern 
Canada. 

Again I briefly state that the more one 
studies this natural gas energy, which according 
to experts like my friend Dr. Davis, formerly of 
the Trade and Commerce Department, Ottawa, estimates 
it will by 1980 pyramid in use 18 times, we have 
all got to be bigger Canadians and catch the vision 
through knowledge of what is now actually happening 


like this new research iron success and as this 
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Borden COMmmiss Lon On energy, evc., willl study end 
advise the Dominion Government. 

Power 19 che Heart “or industry and ir 
our Premier has the vision I feel he has, we are 
going to head into this particular metals develop- 
ment where for instance in this case we have the 
market developed going hand in hand with our 
U.235 (Uranium) development from risk capital in 
four of the largest Elliot Lake mines coming 
throuen Rio Tinto and as major Brivish Capital. 
in the not rar distant future the 15 per cent 
trade with Britain could become a low estimate 
and is a definite move in the right direction to 
build Canada and balance our national debt yearly. 

Natural Gas Pipeline Greatest Explora- 
tory Achievement since C.P.R. and C.N.R. R ilway 
Building. 

Nothing since the building of our Trans- 
Canada railways means so much to Canada as this 
Trans-Canada Pipeline. Next could vesiae hydro 
Blectric of Ontario, whose example Quebec is also 
following in Hydro-Electric installations. ine 
Provinee of Ontario, in which Northern Ontario is 
entirely located, should consider in view of our 
future energy requirements, and the fact that 
natural gas use will go up 18 times as figured 
by experts, take over Northern Ontario Natural Gas, 


which is now dealing with some 36 municipalities 
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and industries at fair arbitration figures and 
operate it for the benefit of all the people of 
Ontario and Canada. 

As the Government can do no harm and 
as they have the power to do so even refuse fiats, 
should they not, by legislation make the stock 
the public bought (1 share plus 1 debenture at 
$20.00) rank as a "preferred. stock" so far as 
dividends are concerned, rather than equality 
of future dividends with the 1d and 12¢ stock 
the directors and shareholders have voted to 
themselves. That i8 a very important policy 
and should be carried out, 

To the Borden Commission doing as I 
know they are doing a real job and seeking national 
knowledge of the energy fuels of the future, 
Kipling's lines may apply to certain gas opera- 
Fions: “Something fhiddén, g@o and find it." 

I do not favour for a moment during con- 
struction especially, the Government taking over 
Trans-Canada pipe line, for while I am a private 
ownership man yet there is such a thing as unwisely 


stepping into a bear trap. 
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WHY NOT MORE CANADIAN CONTRACTORS ON TRANS- 
CANADA, Between Winnipeg and North Bay Trans- 
Canada contracts for construction nave already been 
let. What I don't like is that instead of doing what 
we always did.on C.P.R. and-C.N.R. on Hydro ‘and other 
orojects, let the contracts for Right of Way clearing 
and subsequently for Rock Cut to Canadians rather than 
all to American Contractors while we have so many 
wonderful Canadian Contractors available. The policy 
of letting many miles of Right of Way go to American 
or American controlled companies who nave machinery 
"spreads" for laying pipeline across the clay belt 
in particular, each spread costing upwards of 
$2,000,000, is unfair to Canadian contractors who then 
have to take a subcontract of right of way clearing and 
rock cut work, Canada is just starting her Gas and 
Oil industry, possibly 10% .- 15% developed. It is 
impossible, df noteevensunwise,.s toa buyscost ly 
machinery and equipment for a small short line contract 
but as we have many Canadian contractors of ability 
a few of these did get small contracts on Trans- 
Canada Pipe Lines. Firms, who have good contracts like 
Canadian Bechtel and Mannix, American controlled, 
who have "spreads" and do exceptional work, can be relidd 
on in constructing their difficult sections of muskeg 
and rock across Northern Ontario. As a railway man of 
experience I know that this pipeline over hundreds 


of miles of country is going to be no stronger than 
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its weakest link if improperly built. Weak links could 
ie up industrial customers and plants in the East, 
especially industries who are doing smelting and refin- 
ing like Copper Cliff where the matte would then freeze 
onto the reverberatory furnaces unless when the line 
does break, they switch to oil fuel reserve when 
necessary. 

Only in part am I criticising President Coates 
and I am not criticising his ability. Whoever is manag- 
ing companies like Trans-Canada and Northern Ontario 
Natural Gas, for the latter Company will build the 
hundred miles from North Bay to Sudbury, should either 
give our Canadian contractors first chance to get into 
the biggest natural resource pipeline development 
(oil and gas) ahead of us in Canada, or this Northern 
Ontario Natural Gas Company should be a public utility 
because of its contracts with 30 Northern municipali- 
ties and their industries. It is bad enough to have our 
gas and oil companies American controlled, yet that 
does not affect companies of a high business standard 
in Canada such as Imperial Oil whose perseverance of 
MecQueens exploration policy found Leduc and Redwater 
and others, nor has it affected many other large American 
Controlled mining companies. The fact cannot be 
denied, however, by anyone, that we want to move in 
the direction of contracts and work and ownership, 
where Canadians are going to have some chance in the 


making and building of pipelines, probably here through 
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a ‘utility" company not unlike Ontario's Hydro or 
Quebec's Hydro Electric, 

EXTRACT FROM PROSPECTUS FILED BY NORTHERN 
ONTARIO NATURAL GAS, Messrs. Farris and Clark, 
the President and Vice-President respectively of 
the Northern Ontario Natural Gas Company, were largely 
instrumental in founding and organizing the Company 
and have been active in its affairs since its organi- 
zation, The prospectus states there were no promoters 
of the Company except in so far as Messrs. Farris and 
Clark, Newell and McLean and Charter Oil 
Company Limited, referred to above, may be deemed 


to be promoters within the meaning of that term as 


used in the United States Securities Act of 1933 
and rules and regulations of the Securities and Exechang 


Commission thereunder, 


That part of the Prospectus which was 
debated in the Ontario legislature is given here so 
that what has been referred to would be made available 
to the Commission and the Public, 

"The number of Common Shares purchased from 
the Company and the average purchase price thereof 
(giving effect tothe above-mentioned subdivisions of 
Common Shares) and the number of Common Shares 
presently held by them areas follows: Mr. Farris, 
37,500 shares purchased at an average price of 008 
cents per share, of which he now owns 17,500 shares; 


Mr. Clark, 50,049 shares purchased at an average price 
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or l2 cents” per share, of which he now owns 
30,00C shares; Mr. Newell, 32,084 shares purchased 


Buran average: price Of 31 cents per share, of which 


Moenow Owls 5>,COU shares; Mr. McLean, 105,75 
shares purchased at an average price of .05 cents 
per share, of which he now owns 60,213 shares; 
and Charter Oil Company Limited, 33,9¢9 shares 
purchased aural averace price of) 39 centa per share’, 
all of which it now owns.” 

The author of this brief did not partake 
in any of what was known as the "cheap stock", 
some as low as ,000 cents per share,and which has 
since sold as nigh as $10.00 per share and over. Nor 


did I vote elther on the matter of qualification by the 


Ontario Securities Commission, nor for clearance to 

have it adopted by the Securities Commission at 
Washington. The sale to the Public by the Brokers of one 
debenture and one share of stock being at $20.00 per 
share tne share was of course, the speculative value 


which raisecd the price of the sale under the prospectus 


up to $20.00 per share. when I would not resign 
underrthe“clrcumstances, I told-the President to 
discharge me as a Director which he did after telling 
me that I was always working for Canada and the North 
country ++ instead of for "us" -- I thought "us". were 


taking care of themselves in taking down cheap stock 


from the Treasury as low as .O05 cents per share. 
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These people now possibly have American 
control I believe, although the stock and debenture 
issue was partly put out by Canadian Brokers. In this 
brief I am not accusing anyone ofdishonesty, knocking 
down stock is everyday business -- how cheaply may 
well: be questioned. No one has throughout their 
lifetime been more favourable to American risk 
capital coming into Canada than myself, but the 
game should be played square and men who are makers of 
Canada definitely should not be discharged and told 
that they were working for Canada and the North 


Countryyand not.for; “us". 


This question of American 
control is dealt with later because I know and 
appreciate what Texas money meant in the building up 

of the oil and gas industry in Western Canada. 

Whether Charlie Coates, President of Trans-Canada 

and now a Canadian Citizen, who is so exceptionally 
capable has American leanings does not worry me because 
again I say that this pipeline serving Eastern industrie 


is no stronger than its weakest link up North and 


it is experienced pipeline construction men I want to 


see on the job in the toughest sections. We have 
them, 

ANALYZING MONTREAL OIL MARKETS, Any 
endeavour to move Alberta Oil into Montreal area will 
meet with terrific opposition from present refineries 
there; from Venezuela Government and the carriers 


moving oil from V nezuela especially, as well as from 
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some oll coming as formerly, tnrough Suez and wnat 
is known as the Middle Bast, to say nothing of 

Texas o11 and the oil movement through Portland, 
Maine. The new huge deep draft tankers of 35,000 
tons displacement bringing oil from the Middle East, 
Kuwait and Saudia Arabia, the cheapest oil production 
in the orld, will have to lighten for reaching Montreal 
through the Lower St. Lawrence, the smaller tankers 
moving Iraq and Iran crude o11 througn the Suez 

to Montreal, which movement was temporarily stopped 
by Nasser, could get through to Montreal, but are 


unlikely to ever think of using our new St. Lawrence 


waterway due to size displacement. 

The big new tankers are, of course, neither 
using the Suez nor the Panama and are out in the open 
high seas, and their menace to Western California 
production and Western Canada oil movement 
to U.S. planned to sell into the territory 
from Seattle southward, will meet price competition 
from the cutting and slashing of tanker rates, which 
is something these big tankers really know how to do, 


Against our Canadian oil getting into California comes 
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elise the necessivy for our easing oli taxation at 
Ottawa and as well, present insufficient "oil 
depletion allowance" as compared to our mining 
depletion allowances and no Dominion mining 
taxation herefor 3-1/2 years of minerals. Our 
income taaation formula favours outside risk funds, 
but will Canadians ever take risk chances in any 
volume. 

SUBVENTION CO-OPERATION, Provided that 
satisfactory arrangements can be arrived at by Ottawa 
with the Montreal refineries, which is the market at 
Montreal and if other frustrations could be adjusted, 
a new o11 pipeline from the Prairies to the Seaway at 
the Head of the Lake, could merit consideration 
in the not’ so distant future because, after all, 
even if it does cost us some "Subvention money’ 


we have got to have a "Canada first" outlook for 


ali*our oil production in ‘the-Yest. Our natural 

gas output, will be into Montreal by Fall of 1958. 

Re subventions, recollect how we all once worked so hard 
on aiding Nickel by bonus and then iron at 1 cent 


and 2 cents per unit in the years past to sensibly 


develop our metal resources, which we achieved, Lét 


us also recollect especially the Maritimes, how the 


"Bridge Subsidy" as it was called which eliminated 
551 miles across Northern Ontario North of Lake 


Superior from being taken into through freight rate 


calculations on that non-revenue bearing section 


North of Lake Superior, 
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Oil tankers plying between the Head of the 
Lakes and Montreal, then using the 27' Welland, now 
being deepened matching new seaway depth, could 
conceivably market oil from the Head of the Lakes 
to Montreal aided by "subvention", There are 
those of us who would like to stay on Canadian soil 
With these o11 pipelines, as we are doing with the 
Gas Pipeline, and try to avoltd eoing through foreign 
country like the "Provincial" oil line now does en- 
route from our West to sarnia, We would, when our 
new seaway is operating, want to see the oil line 
run along the main Trans-Continental railway from 
Winnipeg Eastward and then down from Sioux Look- 
out Go the Head of the Lakes, rather than through 
United Staves territory to Sarnia. PHA Ss Odes ei ine 
would then serve a new area that has nickel as well 
as iron and other ore, along the Trans-Continental 
heaiiway, already parply developed. Ete! Spare 
of Canada where one can be optimistic of the "Sales 
potential" being built up for oil fuel energy like 
the gas line has through Northern Ontario to North 
Bay. 

We can well put the loss at 50 cents a 
barrel at the well head alone compared with added 
transport cost from elsewhere to Montreal. While 
we are not yet producing all our own oil requirements 
in Canada, we soon will, and let us not forget that 


in the last 10 years our oil output has climbed 45 
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times and has been so successful during 1956-57 that 
the industry tound 424 million barrels of oil whieh 
compared with a2 figure of 1.5 million barrels each 

per well discovery during last year in the United 
otates, Food for optimism, but our speed necessitates 
markets. 

ROLLING B.CK THE FRONTIER: This gas pipe- 
line location widens Canada's thin red industrial 
tine for the future by 150 miles and now the “author 
Of ‘this brie would Tike to Melo’ Roll "back*the 
Frontier" again through oil energy for another long 
Mipeaeesang once More, os! Om "C.Nuh.” ena. faite, 
Widen the thin red line across Canada. Probably 
there “will be enough men of vision with their feet 
on che 2round, as our Premier has, in thetconing 
Government to achieve this Nation building - ali 
depends whether they are makers of Canada or not, 
but "Canada first" should be the objective of the 
Government and this Borden Commission. 

The Chase Manhattan Bank, in a recent 
Survey, puts the Umporvation of our” oil into “the 
United States by 1966 at 420,000 barrels a day, 
from the Western Prairies; and the movement on to 
the East will be approximately a quarter of that 
total. it is 4S nienrestimace, Out West we may 


be in a slump due to our pro-rata oil allowable, but 


tet us not forget. thet Texas is on an allowable of 


only eight days out of 31 days at present March 29th, 
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1958. 

WASHINGTON TARIFF ANNOUNCEMENTS : 
Washington, March 27 - New oil import restrictions 
announced today by President Eisenhower, at the 
newent of the Canadian general election campaign, 
Wil) Torce Garme toatl Oring “Canadian o14) into vie 
United ovarves East ol the Rockies to duc ther 
operations by 6,100 barrels a day on April 1, and 
by a further 3,300 barrels a day before Sept. 1. 

The firms affected are Bay Refinery, Great 
Northern, International Refining, Lake Superior 
Refining and Northwestern Oil. These are the 
companies that have been importing from Canada 
tve major part of the o11 they use, Two other 
importers, the Dow Chemical Corp., and the Lakehead 
Pipeline Co., are not affected by the reductions 
because their existing quotas being small - only 
300 barrels a day each = has been left untouched. 

The total cut of 9,900 barrels a day by 
pepvember represents about 15 per cent: of the 
66,400 barrels the five firms are now allowed to 
import each day. But according to U.S. officiats 
the april 1. cut of 6,100 barrels a day will not 
cause an actual reduction in imports because already 
five importers are buying approximately 6,000 barrels 
a day less than they are allowed to under their 


existing quota. Teulis the second cut of 3,500 


DY Bept. 1, which represents. the real, reduction. 
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THiswesecondccuy asi to tenable new U.S. amporters to 
enter acne whi ela, Laswea bicbeneiirt, distant oreien 
countries and hit neighbouring Canada hard as 
increased. 

THE PREMIER'S NORTHERN DEVELOPMENT POLICY 
MUST HAVE FREER PRIVATE MONEY GOING HAND IN HaND: 

sinee the previous pages were dictated the 
people ofCanada have spoken ;im no. uncertain tone, 
largely due to the wonderful man who is our Premier. 
His thoughtof building a greater Northern Canada 
is beyond any doubt the right one. I think he 
could achieve it easier if he were to very definitely 
loosen up tight money at Ottawa, which I presume is 
along with oldsage pensions, what) the, people of 
Canada themselves thought. Let us draw a paraiiel; 
the author feels that 50% of the risk money that 
camerintosCanada during the last year especially 
from sections of: which Texas is an example, went 
into oi1 and gas development in Western Canada. 
another 30% must, from my close association with 
mining, have gone into mining developments across 
Ganadas with probably 20% coing@ate inerease URS ia. 
bond investments in Canada, the latter not being 
eleaseed as risky capital. Prue. theres is. more money 
on. bur meighbours side of the line, but<their 
individual banks do help in building up their own 
home sections through loans, while here that cannot 


be said with the tight money policy and the bank 
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loans at the present’ time. ihe fact: Ls > cthave the 
outstanding men who are Presidents of our banking 
System ares holding” loans: very Tightly and yer, ler 
me Say it softly, increasing their own dividends at 
the same time. They worm, inihour apple) wesaihl hate 
OO Dives inbo is) our’ Bank of Canada, .andywhen 
Canada took over the other 50% of the Bank of 
Canada ownership from the banks, we unquestionably 
lost that business balance which the outstending 
banking Presidents possessed and the present Bank of 
Canada from the Governor down, quite evidently 
lacks. Chapter 42, Section 6 of the Bank Act 1936 
amosSections lO, Clauses 1, 2(e)\(b eandiie nana 3 
could well be amended. Let he who thinketh he 
standeth take heed lest he fall. THiS Hol oOnly 
applies to autocratievdictators recently, butste 
ethers also, 

fheypresent beard ofyDirectorsris) as 
Tounows :—cJ gh ie Coyne, sGovernors i) Je Ree beatile, Deputy 
Governor; W. D, Black (Member of the Executive 
Committee) Waterdown, Ont.; J.M. Buchanan, Vancouver, 
Bee. geieGe iBunrtony CéabeeserPorcnto, pOnvhaed «ti; 
Cavenagh, New Glasgow, N.8.;0Nt A, Hesier, sackville, 
NAB wewtes J Onn ston eg. 6.5 Wank peg even. swheeH. 
Midjaven: wsCh,sRecine) Baskwwel. Osi katrigquin, 
Bomenten, Abta.o( AsCe ehicarderouebec. Que Bobi ae 
Russell, SteeJdohn'!' ss pApeelimetsamolsettes (On8.E., 


Montreal, Gue.s AustinwAsjocalcs arreetown, Fees ins 
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Ex-Officio =- K.W. Taylor, C.B.E. Deputy Minister 
of Finance, Ottawa. 

We well know that Governor Coyne did not 
make the other appointments to the Board, that has 
been done by successive Governments, but when members 
of his Board sell merchandise in department store 
quantities across Canada, seemingly without a penny 
down, Whichedis surely inflation, yet probably not 
wrong, why does Mr. Coyne shout inflation far and 
wide? Methinks he shoud re-read Macbeth in 
Shakespear "Thou doth protest too much”, Has is 
not a parallel in the "Good Book" where one reads 
1ING VOLce, 18 the voieenor Jacobs buvrtne hand “is 
the hand of Esau”. 

GOLD'S RECORD IN DEPRESSIONS BUILDING THE 
NORTH: When one reviews our progress and knows 
how gold pulled ws out, of our biggest depression he 
eannot approve of the Mint paying less for gold today 
Ghanivi tt. =.s) Paved wa asin other countries. Our cold 
industry 18, depressed with mines’ repeatedly e¢losing 
and would be entirely out of business were it not for 
the Emergency Gold assistance act for which some of 
us worked so hard, We 2remniy Or are: gorne” Go *bhe 
hit by tariffs onealmost.sall other metals other 
than gold, but speculative money going into gold could 
again help the wise project of developing Northern 
Canada. One can buy new British sovereigns. Why 


do we not again let gold jingle in everyones pockets 
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and finance favourable developments through selling 
100 stamped gold bars and creating within our 


country something worthwhile. Make no mistake 
about it we have to ease speculative money because 
anyone who thinks that Canada can progress without 
Stock Exchanges when everybody is asking "how is 
the market today" then they need the experience 
thay tne rest of Ws"certainiy have. Canada cannot 
live without bundles of risk capital yearly and 
there is no use thinking that we can "control" U.S. 
companies as now suggested, after share and bond 
issues. It is natural resources development that 
is going to- create’ the “Home market forrGas, Oilaand 
Metais, incidentally creating vast airplane and 
rail haul business throughout the North. 

Money expended in Northern roads construction, 
and some of us know where, one half of which Govern- 
ment money is going into wages, will immediately 
Devin Circulation eacain after every peyroli. Energy 
study which this Borden Commission will perform is 
another wise move and should be aided as is now 
being done by Canada in aiding the development. of 
water powers as in New Brunswick, The present 
Premier has the good wishes of those who may not 
always have been thinking along the same lines. 

The development of our North Land is looking towards 
building up tonnage traffic of our seaway to the 


Head of the Lakes, another huge project of which 
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Canada can well be proud. When one thinks through 
our best methods of progress one becomes optimistic 
of the programme as it is proposed by the Premier 
and which is going to receive whole-hearted co- 
operation from so many of usS provided he brings the 
Bank of Canada in line with sensible Resources 
development proposed. Meantime if this Borden 
energy report is not too lone delayed it 1s going 
to be a very helpful constructive move. 

Canada - our Canada - developed by a 
Capable, Virile and happy Christiam people, down 
through successive Governments, is today admired 
by other Nations and is yearly achieving the stand- 
ins which our statesmen, irrespective of politics, 
With our God given Natural Resources, entitles her 


to amone the Nations of the World. 
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This is a brief that I know you have 
SOeCny e ereer Geal wot Gline In preparing, and, oo 
LS much appreciaved pDy,the Commission, ana a0 
indicates to all of us who have heard it your 
PVeaUr La Ue eour CounuUry: and .rae erent 
VoneOrenreMWernave Les Ini your nead and yourwches t, 
Welaporeciabe Su very mucnh,. sir, i thank tha 
probably more than: Gny obher daving mani in our 
eountry you have partieipatedyin folding ‘backy the 
frontiers, and you know what you are speaking of 
in this brief. We appreciate your obliging 
Us, OY COMIne TNS S-aivernoon rauner than on eriday-. 
Tiahiey Ou Very mMuche indeed: 

MR, YOUNG: ifthnank you for the 


SOVORLUIA CYS Sir, 


THE CHALRM..N: Mee Pattivlo? 
Mine? PERI: That is as muck as te 
were proposing to do today, Mr, Chairman. To- 


morrow we will be hearing from British Petroleum 
ane irom the Secavel, Corporation, i suggest we 
adjourn now until tomorrow morning. 

THE CHAIRMAN: The Commission will 
now adjourn and will resume its nearings tomorrow 
morning at ten o'clock, 

--- Whereupon the hearing adjourned at 3.56 p.m., 
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Thursday, 
duly LOP1958 


---On resuming at 10:00 a.m. 


Submission of 
BP CANADA LIMITED 


APPEARANCES: 
Mr. A.F. Down - President 
Mr, T.G. McLintock - Director,Vice-President 


and General Manager 


THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearing. Mr. Pattillo? 


MR, PATTILLO: Thank you, Mr. Chairman, We 


are going to hear first this morning from BP Canada 
Limited which has filed a brief with the Commission 
and which I am proposing to be marked as T-10-1. 

Mr. Down is here on behalf of the company and 
he will introduce those who are associated with him, 
---EXHIBIT NO. T-10-1: Submission of BP CANADA LIMITED. 

THE CHAIRMAN: Mr. Down? 

MR. DOWN: Mr. Chairman and Members of the 
Commission, I am Mr. A.F. Down and, as President of BP 
Canada, I wish to thank you for your invitation to 
appear before you today. 

I have with me Mr. T.G. McLintock, who is 
a Director and the Vice-President and General Manager 
of the Company. 

Our submission, which has been prepared for 
the main part by the British Petroleum Company 
of London, deals with the long term ‘world oil 


picture and I would like to take this opportunity 
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of acknowledging gratefully the major contribution 
that our parent company has made to this submission, 
When I have read the submission, if it meets with 
your approval I would like to outline briefly 
our corporate setup in Canada and we will then be 
ready to give any further information regarding our 
activities that you may request. 

THE LONG TERM PROSPECT FOR OIL. 

PART I THE WORLD (Excluding the 
U.S.S.R., Eastern Europe and China.). 

THE PAST, Oil and energy: 

Before looking at the future prospect 
for oil it is necessary first to consider the re- 
lationship between oil and energy. The most 
Significant aspect of the development of the supply 
of world energy from this point of view is that oil 
has grown at a faster rate than total energy. The 
main reasons for this are:- 
(a) The rapid development of the internal 
combustion engine which has revolutionised the 
means of transport. O11 products are the most con- 
venient fuels for these engines, 
(b) In many process heating applications oil 
is more efficient than other fuels and for general | 
heating or steam raising is cleaner and easier to 
handle than coal. In a number of industrial, 
commercial, and domestic heatingapplications, where 


cheap natural gas has not been available, oil fas 
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become the preferred fuel, 

(c) in? some areas, especially in- Europe, 
coal, the major indigenous fuel, has, for most of 
the post-war period, been in short supply. The 
coal shortage has accelerated the pace of the 
switch-over to the use of oil especially where 
there are clear advantages in doing so; in some 
cases the coal shortage has led to the use of fuel 
oil as a straight substitute for coal. 

Table I illustrates the trend of con- 
sumption of total energy and oil since 1920 and 
shows the extent to which the growth in oil con- 
sumption has been more rapid than the growth in 
total energy demand. 

TABLE I 
RATES OF GROWTH IN ENERGY CONSUMPTION, 1920-1957 


Total Energy OLL 


WHUSUAL GN fh Ae en” pray GP D8. 
Canada... .., +32 b.a. + 9% p.a. 
Europe... +2%@p.a. scan Le 
World!) 4. #24 pa. "CR paa. 


A further illustration is given in-the 
diagram, "World Energy Demand 1929-1957," which 
also shows the contribution made by the normal 
commercial fuels in supplying the world's energy. 
The demand for coal has been fairly static over 
the period. Hydro-electric output has progressed 
at a steady rate. Natural gas and oil consumption 


have both expanded at a rapid rate; between them 
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they met half of the free world's energy needs in 
1957. The increase in natural gas consumption has to 
some extent been at the expense of o11. This has been 
especially so in the heating market in the U.S.A. 

Oil Supply and Demand: While oil is 
found in an increasing number of countries, the major 
part of world oil supply has always been produced 
in a small number of areas, although the relative 
importance of individual areas has changed. This 
is illustrated in the diagram, ‘World Oil Production 
by Main freas," which shows that in total nearly 
90% of the free world supply in 1957 was produced 
in the U.S,A., the Caribbean (mainly Venezuela) and 
the Middle East countries. 

The main production of the Middle East 
comes from Kuwait, Saudi Arabia, Iran and Iraq. The 
relative production from these and from all other 
producing countries is shown. on the map. Data on 
world production are given in ‘ppendix A, Canada 
Canada ranked 6th in the list of oil-producing countries 
in 1957 (7th if allowance is made for the reduced 
production from Iraq due to the closure of the 
Iraq Petroleum Company's pipelines in the first few 
months of the year). 

In any area, the demand for energy, and so 
for oil, is closely related to national income and 
hence the major consuming areas are in the more 


developed countries of North America, Europe, 
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South America, South Africa and Australasia. In 
North America the greatest demand is in the in- 
dustrial north-eastern area, 

All the major consuming areas of the free 
world are net importers of oil and most of their 
supplies have to be carried over great distances. 

On a world average, oil has to move some 3,000 miles 
to its market (coal on the average moves only 250 
miles). Local supplies of oil in consuming 

areas have therefore a considerable transport ad« 
vantage over the major sources of oil supply, and 

can be competitive with these sources even when found 
in relatively small quantities. 

The United States, the world's largest 
producer and consumer of oil and for a long time 
the main source of supply for the rest of the world, 
is today the largest importer of oil, Net imports in 
1957 were 12 1/2% of U.S. domestic oil demand and 
5 1/2% of total energy demand. 

The Eastern Hemisphere has for most of 
this century been a net importer of oil from the 
Western Hemisphere; but since the war oil from 
both the Middle East and the East Indies has been 
shipped in increasing quantities to North and South 
America and the net movement from West to East has 
been declining. 

A significant development in the post- 


war pattern of supply and demand has been the rapid 
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growth of the Middle East into the position of being 
the major erperter ot oil to destinations mainly 
within the Eastern Hemisphere. This is shown in 

the diagram, "World Oil Exports by Origin.” 

THE FUTURE, Energy demand: 

The future of oil demand depends on two 
main factors -- the total demand for energy and the 
availability and competitiveness of other energy 
sources, 

In the developed industrial countries of 
North America and Western Europe it is reasonable to 
assume that there will be a continuation of the increase 
in living standards. In the developing countries 
economic activity is expected to increase more 
rapidly provided capital is made available and world 
trade can be maintained at a reasonably high level; the 
assumption of continued growth in the more Soyer 
countries implies these conditions. 

Our analysis of the trends of economic 
development throughout the world suggests that 
energy consumption may grown between now and 1980 
by an average of 3% p.a. This assumes no serious 
economic depressions or major wars, 

There should be no shortage of energy 
supply during this period. There are ample reserves 
of all the fossil fuels and some demand will be met 
by nuclear power. One possible pattern of energy 
supply to meet future demand is illustrated in the 


diagram, "World Energy Demand 1957 and Estimate for 
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1905 and 1980." For this pattern the following 

assumptions have been made on the development 

of the various forms of energy: 

a There will be a significant increase in coal 
production in the U.S.A, and a slow increase 
elsewhere, 

ce Natural gas production will more thandouble in 
North America and in the rest of the free 
world will increase more than four times, 

ae Hydro-electricity output will increase fairly 
rapidly at first but over the whole period the 
rate will not be more than 2% p.a. 

4, In Europe 11% and in the rest of the world 
excluding North America 7% of total energy will be 
met by nuclear power. This is based upon develop- 
ment in those areas where the supply of coal and 
natural gas is not expected to increase in line 
with the demand for electricity. It takes full 
account of published programmes and allows for 
a substantial development where programmes have no 
yet been announced. No major use of nuclear 
power is anticipated in the U.S.A. where there arg 
abundant reserves of coal which can easily be 
produced, On the other hand, should nuclear power 
be developed in the U.S.A,, it will probably 
replace coal or natural gas, rather than oil, for 
electricity generation. 

ay Production of oil is the amount estimated to be 
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(a) to meet the probable rate of growth in transport 
and other energy requirements most efficiently 
met by oil; 

(bo) to supply those areas for which oil is the 
cheapest source of energy; 

(c), to meet, in addition to (a), part of the import 
requirements of those areas where there may be 
a shortage of indigenous energy supplies after 
allowing for the reasonable development of 
nuclear power; 

(d) to provide the many non-energy petroleum products 
including petroleum chemical feedstock which 
is expected to increase at a rapid rate. 

Oil demand: On these assumptions the 

demand for oil will increase at 4 1/4% p.a. -- a 

faster rate than the demand for total energy, thus 

following the historical trend. By 1980 the share 
of world primary energy production held by oil will 
have risen to 49% compared with 38% in 1957. The 

share of demand met by oil twenty years ago was 20%, 

Pablere gives; in’ verye broad: terns jethe 
regional distribution of estimated oil demand in 

1950 compared with 1957; the intermediate position 


in 1965 is also shown. 
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Table 2 
WORLD OIL DEMAND (excluding U.S.S.R., etc.) 


Theusand Barrels Per Day Percentage 


(Crude oil equivalent) per annum 
increase 
oD fi 1965 1980 1957-1980 
USah BeS00 V1 400. \\e17, 500 BO Da Bre 
Canada 74O 1,200 1,800 +S pa, 


Other Western 


Hemisphere 1,580 2,800 4 100 "4 1/4dp.a., 
Tctal Western 


Hemisphere 11,120 15,400 23,400 73 1/4Sp.a. 
Europe 2,790 5,300 9,800 +5 1/2% p.a. 
Other Eastern 

Hemisphere 2,090 3,500 8 , 000 *6% p.a, 


Total Eastern 


Hemisphere 4,830 8.800), ir.3800 +5 3/4% p.a; 
[70 5tehe 


WORLD TOTAL 16,000 24,200 41,200 


eon Dantas 


An important hypothesis in this forecast 
is that if a consumer chooses oil to meet his energy 
needs because it is the best fuel or because other 
energy sources are in short supply he will be able to 
do so even if this means an increase in imports of 
oil. If this chotee is restricted in any country 
by, say, artificial «barriers to oil imports the fore- 
cast will not be met, At the same time such a 
restriction will lead either to the choice of a less 
efficient or more costly fuel and hence an increase 
in manufacturing costs or to a slowing down in economic 
development because of a shortage of energy supply 
or both, 

Oil Supply: Taking the world as a whole, 
che cumulative amount of oil to be produced from 
1953-1980 in order to meet an expanding demand, 


such as is estimated in Table 2, will need to be 
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Some 235,000 million barrels, This compares with 
241,000 million barrels estimated to be in proved 
reserves at the end of 1957. The world production 

rate in 1980 of 41.2 million b/d should be supported 
by reserves equal to, say, 12 times the annual 

output, 1.¢., the average ratio of reserves to productio 
in the U.S.A. for a number of years. On this basis 
reserves would need to be 180,000 million barrels. 

The amount of of1, therefore, to be discovered 

Setween now and 19380 to sustain the estimated demand 
for o11 is 174,000 million barrels or 7,500 million 
barrels per year. This amount compares with the 

world average over the past five years of 30,000 
million barrels per year, the bulk of which is a 


revaluation of reserves in the Middle East. 
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Thus in order to meet estimated oil demand 
throughout the period 1958 to 1930 inclusive, a 
discovery rate of about a quarter of the annual 


rate of recent years will be required. if the 


calculation were based on having 20 times annual 


production in reserve at the end of the period 
then 12,500 million barrels would need to be found 
each year, or less than half the recent historical 
race. 


Over the past twenty years published 


proved reserves of the world's oil have been 
continually increasing - in other words new dis- 
eoveries have been consistently greater than the 
quantities of oil extracted - but between the 
different regions of the world the development 
has contrasted sharply. 

In North America proved reserves have 
been rising at a much slower rate than in other 
areas of the world and in fact in 1957 they 


actually deciined. Elsewhere reserves have been 


increasing more rapidly and this has been particularly 
so in the Middle Hast where published proved reserves 
now represent 70% of the free world total. Data 
on current published proved reserves are given in 
Appendix B. 

8a recent years new discoveries haveabeen 
made in, for example, Europe, South America and 


especially in North and West Africa. In North 
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Africa preliminary assessments suggest that pro- 
duction levels as high as 500,000 b/d might be 
achieved in a few years time, These discoveries, 


however, have been dwarfed by the extensions to 


reserves made in the Middle East and the Caribbean. 
In 1957 the total published additions to reserves 
in the Caribbean were five times greater than in 
the whole of the rest of the Western Hemisphere; 
and published additions to reserves in the Middle 
East were four times the total additions in all 
other areas of the world, including the Caribbean. 
Whilst there is every reason to expect that many 
new and important discoveries will be made and 
that in the more favoured areas the assessed re- 


coverable reserves of proved areas will be further 


increased as development drilling takes place and 
recovery techniques are improved, experience suggests 
that these discoveries will not be evenly spread, 
Nevertheless, there can be little doubt that the 


petroleum industry as a whole will be able to meet 


world oil demand as forecast up to 1980 and for 
many years beyond, 

Table 3 sets out the possible share of 
world oil demand which will be met by the Western 
and Eastern Hemispheres in 1965 and 1980 compared 


With 1957. 
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Table 3 
POSSIBLE PATTERN OF WORLD OIL PRODUCTION 
Including natural gas liquids 


and shale oil 


Thousand Barrels Per Day 


sient 1965 1980 

Western Hemi~spneres.. 2. 11,930 15,500 20,900 
Eastern Hemisphere..... 4,290 8,900 20, 300 
16,220* 24,200 41,200 


* The difference between the total demand in Table 2 
for 195/ and total production in Table 3) is 


accounted for by stockbuild and imports from the 


the, pesiuion of thecU.S 4. in the world 
picture is of major importance. Demand in 1980 
will possibly be 17% million b/d - double the present 
rate, Recent discovery rates and development of 
reserves in the U,S.A4. do not provide any grounds for 
changing the view that production of crude oil will 
level off and probably decline sometime before 1970. 
With growing demand, and the prospect of declining 


output, increasing attention is likely to be devoted 


. to the development of the production of oil from 


shale, Aviowine for this and the. recovery sofa tqudG 
fuels from natural gas, the total oil availability 
in the U.S.A. may be some 115 million b/d in 1980, 


or 6 million b/d less than forecast demand. Thus 
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by 1980 net oil imports in the U.S.A. may be meeting 
35% of total demand, In order to see this in 
perspective it should be noted that these imports 
will represent only 15% of total U.S.A. energy 
demand as illustrated in the diagram, "U.S.A. 
Energy Demand - 1957 and Estimates for 1965 and 
Lose," 

PART II ~ CANADA, OIL SUPPLY AND DEMAND: There 
has been a large increase in Canadian oil pro- 
duction in the past decade, But the discovery of 
oil so far, as a result of an intensive exploratory 
effort, whilst of tremendous importance, is not yet 
such as to justify the assumption that Canadian 

oil has long term prospects beyond its natural 
market. The natural economic market for Canadian 
erude oil can be regarded as extending from eastern 
Ontario to the west coast, and including North 
Western and North Central states of the U.S.A. 

In the Jong term there isvelearly a iarge 
potential market for Canadian crude oil. Unless 
there is a dramatic development of shale oil pro- 
duction the U.S.1. will become a far greater net 
importer of oi1 than she is to-day and as indicated 
on far. Lf imports could well” be tor thesordermor 
orm llton b/d *by L960, John Davis in his study 
of Canadian Energy Prospects, prepared in 1957 
for the Royal Commission on Canada's Economic 


Prospects, gave a possible export market of £6 
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million b/d by 1980. Such a market added to 
Canadian demand from eastern Ontario to Vancouver 
would+give a total market as high as 2.8 million 
b/d by 1980. 

The development of Canadian crude oil to 
meet: this total market would involve a finding rate 
of 800 million barrels per year. The calculation 


Of this 23..as shown in Table 44% 


Table 4 
Cumulative crude oil pro- 
.duction 1958 to 1930 rising 
from 500,000 b/d to 2,500, 000 
b/d (i.e. allowing 10% of de- 
mand met by natural gasoline).10,500 million barrels 
Reserves lst January, 1958.... 2,875 million barrels 


New reserves required to 
mees Produc GLON v.25 Sete weld eo e Se eon Deaeeriss 


Reserves required at end 1960 
assuming a ratio of reserves 


EO RPoduebion wot LCi wee ws. 4 dO. 950 Mil on barrels 


Total new reserves to be 
SEG A iisce ka vensin isa Mooae tar do, of > milion, barrels 


Average finding rate per 
year 1950-19680 ..0..» as Men, ate 800 million barrels 


This compares with a finding rate since the 
discovery of Leduc of 400 million barrels per year. 
h1though exploratory activity has been intensive 
throughout this period, the data do not allow easy 
extrapolation into the future, Nevertheless the 
record of the past ten years would scarcely support 


the assumption of a finding rate of 800 million 
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barrels per year over the next 23 years and it seems 
unlikely therefore that Canadian oil will, in the 
long term, be able to satisfy the whole of its 
natural market as defined above. 

To put the situation into perspective, if 
the present average finding rate were merely to 
be maintained, but production were to increase from 
the 1957 rate of 63% to approximately 83% of 
proved reserves, then Canada would not only be un- 
able to take advantage of export markets but would 
nave vO DG vari “importer of Oil >in whe yase: 

It follows, therefore, that if Canada is, 
on balance, “to pe Betrisurtickent an oll then there 
must be a marked increase in the finding rate 
achieved since the discovery of Leduc. 

To maintain a finding rate of 400 million 
barrels per year will require an exploratory effort 
even greater than that of the past ten years because 
exploration will be extended to the more remote areas 
of the North West and, as time goes on, the average 
discovery per exploratory well will probably tend 
to decline. To increase the finding rate will call 
TOr-a. much greater error. 

We do not wish the foregoing to be taken 
to imply that the optimistic estimates made by some 
others of future discovery rates are impossible of 
attainment; but we do suggest that most careful note 


should be taken of the immense financial effort 
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involved when considering the future of the Canadian 
oil industry as a whole. Decisions based on an 
assumed rate of development substantially greater 
than anything which has in fact been achieved in the 
recent past despite intensive exploratory effort 
Should be very carefully weighed. 

The probable long term picture of Canadian 
oll-is, at the present time, temporarily obscured 
by the’ general world excess of crude oil production 
facilities and of :.tanker carrying capacity. This 
easy supply Situation is partly ‘the result of a 
pause in the rate of increase in demand especially 
in Burope, Canada and the U.S vA, This has, Led. to 
restrictions being imposed on imports cf crude oi) 
into whe U.o.A. some levelling off in the rate of 
growth in domestic oil demand, together with the 
temporary slowing down in the expansion of the export 
markets, has caused the present decline in the rate 
of production of Canadian crude. 

One solution to the short term difficulties 
facing the Canadian producer that has been suggested 
is the capture of the Montreal market. 1 A ewaln uel ais 
long term, all Canadian crude oil production can be 
absorbed in its geographic market, then a pipeline to 
Montreal to capture the market will involve the 
diversion of limited oil reserves and capital resources 
to supply a relatively uneconomic area. 
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solution to the present problem of the restricted 
earning capacity of the Canadian petroleum industry 
lies-in the speedy development of the readily 
available export markets for the natural gas which 
is being found in great abundance in the search for 
Om sis It is considered by many that Canadian 
nacvural gas supply is, unlike that of crude oi], 
likely to exceed substantially the foreseeable 
domestic demand and its unrestricted commercial 
exploitation would be of considerable benefit to 
the Canadian economy as well as to the petroleum 


producing industry in Canada. 
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There can be no certainty that any fore- 
cast made today will prove even approximately true. 
The basic assumption in this submission is that, in 
the medium and longer term, there will be a ready 
nearby market in Western Canada and in the North 
West and North Central United States for all pro- 
bable Western Canadian crude oil production. 

This may prove wrong by an error or combination 
of errors in the three principal factors involved 
in the forecast. Canadian demand may be esti- 
mated at too high a level; the rate of discovery 
may prove greater than has been assumed as a 
reasonable expectation or, again, contrary to 
what has been assumed, U. S. markets for imports 
may continue to be restricted. In the unlikely 
event of all these possible errors having been 
made and an over-supply position persists in 
Canadian crude for a number of years, special 
measures to deal with the situation may become 
necessary. But it would be unfortunate if, to 
meet what appears more likely to be a purely short 
term situation, the economic pattern of the 
Canadian oil industry were to be permanently 
distorted to the longer term detriment of pro- 
ducer and consumer alike. 

The BP Group's Entry into Canada: 

The BP Group in extending its activities 
to Canada wishes to share and assist in the fulfil- 


ment of the prospects which Canada's future offers 
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and intends to build up a fully integrated Cana- 
dian enterprise. 

As a first step an interest in produc- 
tion and exploration in Western Canada was obtained 
by an arrangement with Triad Oil Co. Ltd. whereby 
the Group will acquire by the end of 1958 approxi- 
mately a 50 per cent interest in that company, 
the balance of the shares being held by the public. 
This was followed by the establishment of a market- 
ing organization in Eastern Canada. As a third 
step the construction of a refinery near Montreal 
Terareimand. It is thought that this will con- 
tinue to be an area of rapidly growing consumption, 
which, in the belief that under normal conditions 
Canadian production will find an outlet within 
its natural market, can be supplied competitively 
from overseas, 

As a sterling company, BP by importing 
erude oil from its overseas resources into Canada 
will assist in improving the Sterling Area's 
trading position with the dollar area and more 
specifically with Canada. 

If I could make a comment, both Appendix 
A and B include the USSR, Eastern Europe and 
China, and the figure which appears on page le 
of 241 million barrels is; in fact, different: on 
the agenda; and, at the same time, the total 


figure in the world oil production is merely crude 
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May I read a short note, Mr. Chairman? 

THE CHAIRMAN: Yes, certainly. 

MR. DOWN: The British Petroleum Company 
Limited (of Britannic House, Finsbury Circus, 
London, England) has, at the present time, two 
Canadian subsidiaries -- BP Exploration (Canada) 
Limited, a Dominion of Canada private company 
incorporated on 7th February 1955, and BP Canada 
Limited, a Dominion of Canada private company 
incorporated on 15th June 1955. The former 
company is a wholly owned subsidiary of BP Explora- 
tion Limited, a United Kingdom company, which is, 
in turn, a wholly.owned subsidiary of The British 
Petroleum Company Limited. The second company, 
BP Canada Limited, is a wholly owned subsidiary 
of The British Petroleum Company Limited, England. 

The exploration subsidiary, BP Exploration 
(Canada) Limited, is the company through which our 
interests in Western Canada are held and this com- 
pany owns the bulk of our holdings in Triad Oil 
Co. Ltd., an Albertan company registered in 
Calgary. Certain of the shares of this company 
are held by BP Exploration, London, but the total 
holding in the Group is at present 43.8 per cent and 
will increase to approximately 51 per cent at the 
end of 1958, by which time the total contribu- 
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$35, 320, 000. This sum has been or will be used 
in exploration and development expenditure in 
Alberta, Saskatchewan, British Columbia and N.W.T. 

The second company, BP Canada Limited, 
is at present our main operating company in 


HFastern Canada and is engaged in developing a 
market for petroleum products in Quebec and 
Eastern and Northern Ontario. whe construcrion 
of our refinery in Montreal is in hand and will 
come on stream in mid 1960. The capacity. of 
this refinery is 25,000 barrels per day and it 
will be supplied by crude purchased from the 

BP Group. 


THE CHAIRMAN: Thank you, Mr. Down, 


Vos, Mr kaota blo? 

ME PATTILLO: Mr. Down, as I under- 
stand 1t, then, so far as. the. corporate. structure 
of the companies is concerned in Canada, the 
public has, of course, had the opportunity to 


acquire shares in Triad? 


MR, DOWN: That (ls. correce’. 

MR. PATTILLO: And. so far as the 
funded debt of any of the companies -- is there 
such, a thing? 

MR. DOWN: Ves. 

MR. PATTILLO: So far as the directorate 
of the companies is concerned, are there any 


Canadians on the Board? 
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MR, DOWN: On the Board of BP (Canada) 
there is one Canadian, Mr. Graham Towers, who 
is the Chairman of the Board. It has five 
other directors, two of whom are resident in 
Canada, and the other one is resident in New York; 
and the other two are resident in London. 

BP Exploration (Canada) has two direc- 
tors resident in Canada, and one is a Canadian 
and one is not. Of the other two directors 
one is resident in New York and the other one is 
resident in London. 

MR, PATTILLO: Now, ).if) DT. maieghc, gust 
for a moment, look at the situation in Western 
Canada: In the producing operations of your 
companies -- of Triad -- what is the MPR of the 
company? 

MR. DOWN: I would like to say that 
these are Triad figures, but they were put before 
the Commission up in Calgary. TrladUseeross 
allowable for May was 2,593 barrels per month, 
and the gross was 6,200 barrels. 

MR. PATTILLO: Now, has British 
Petroleum, or any of its affiliates, any re- 
fineries in the area which you have described 
as being the natural marketing area of Canadian 
crude? 

MR. DOWN: No, they have not. 


MR» PATTILEO: Have they substantial 
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share interest in any companies that have a re- 
finery in that area? 
MR. DOWN: No. 


MR, PATTILLO: Now, may I shift for 


a moment to the Montreal situation? Your re- 


finery 1S in the’ course of construction now; is 
that right? 

MR. DOWN: That is correct. 

MR PATTILEG: And it is contemplated 


that it will be supplied by crude o11 brought in 


from the Middle East? 
MR. DOWN: It will be crude oil from our 
group, probably predominantly from the Middle East; 


but we have sources in the Commonwealth, in Nigeria 


and Trinidad, and it may be some of these. 

MR. PATUILEO: But, in eny event, Lt 
will be your Group's own oil? 

MR. DOWN: Mat Levcorrecy. 


MR?) PATTLOELO: Have you any figures -- 


it may be that you are not in a position to answer 
these question -- but have you any figures which 
were worked up in considering the location of your 
refinery in Montreal as to the projected laid-down 
cost of crude in Montreal? 

MR. DOWN: We have our laid-down cost 
figure, yes. 

MR, PATTILLO: Would you mind giving a 


copy to the Chairman? 
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MR. DOWN: Certainly. 

Mi we oer EO): | You would be prepared to 
give a copy to the Chairman? 

MR. DOWN: Yes. 

ay eAT Enos Thank you. 

MR. DOWN: Loam Sorry. I may have 
answered you rather rapidly. You said "laid-down 
COst 2 

MR. PATTILLG: eeu 

MR. DOWN: Is it cost to BP Canada? 

MR, PATTIELO: Yes, 

MR. DOWN: I don't want to be under a 
misapprehension. it is the cost. to BP Canada: 

MR, PATTILLO: The cost to BP Canada. 

MR, DOWN: Yes. 

MR. PATTILLO: Well, let us see, then; 
perhaps I can get at it -- BP Canada will be 
buying at. a posted price? 

MR. DOWN: Yes, that is) correct. 

MR. CATP LLL: What about the trans- 
portation? Will that be by BP Canada for its 
own account? 

MR, DOWN: NO; that crude will probably 
be moved in BP tankers and we will be paying the 
Borne. orice, 

MR. PATTILLO: Do you contemplate bring- 
ing the oil into Portland and taking it to Mon- 


treal, or do you contemplate bring it direetiy vo 
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Montreal? 
MR, DOWN: Probably both. 


MR ep PATTELIO: Probably both, you say? 
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MR. DOWN: Probably both. In other 
words, we would carry it to Montreal during the 
summer months, of course, 

MR. PaTTILLO: Are you going to build any 
Suorager tackiitties injMontreal) forsthe purpose 
of storing over the winter months? 

MR. DOWN: The normal storage capacity 
would be that required for the refinery operation. 

MR VM PATEILLOss You do notacontemp lates any 
excess storage capacity so that you could bring 
in during the summer months all of your crude supplies? 

MR. DOWN: Nowe Sir. 

MR. PATTILLO: Now are you in a position 
to give to the Chairman not only the laid down 
cost to B.P. Canada but the laid down cost to the 
PyParmorgzani zation of crude; delivered Goyniontreale 

MR, DOWN: I have no information on 
the costs, but I will endeavour to obtain for the 
Chairman some help to the Commission on that subject. 

Ma. Pato: Thank aroun, Now, Mr. Down, 
can you give us any help as to the considerations 
and factors that were considered by the company in 
reaching its decision to build the refinery at 
Montreal rather than elsewhere in Canada? 

MR, DOWN: Yes, i will <trystosexpiaim 
our position. When we took the decision that we 
wanted to come to Canada and join in what I might 


describe as every phase of the oil operations over 
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participate in exploration and development. The 
next step, of course, was the question of marketing 
and refining, and clearly to our group, as we have 
set out I think in our general paper, we envisaged 
that there was an import area in eastern Canada 
which we could economically supply by imports of oil 
from that side. WeawsOl course, having Sources or 
oil in the Middle East and elsewhere, it was a 
Logical .step-for.us to.set up. our first refineries 
in Canada in Montreal. 

MR, PsTTILLO: Now, I am not asking you 
to disclose the exact source, but I am interested 
in the geographical source of the supplies which 
you are presently using in Canada for your marketing 
operations. Are you acquiring the supplies that 
you need at present for your marketing operations, 
Pending tuneneonstructionne?® yourvrefinenry weivom some 
Canadian refiner? 

MR. DOWN: Yes owenane . 

MR, PATTILLO: Are those supplies, do you 
know, being refined from imported crude or Canadian 
crude? 

MR. DOWN: It, ispmainily imported scruc? 
to Montreal. 

MR. PATTILLO: Some acquired from refiners 
who may be uSing Canadian crude other than in 
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MR. DOWN: Theat evercorrecn. 

MR. PATTILLO: Can you give me any idea as 
to the ratio of the supplies that you are acquiring 

fromthe Montreal area as opposed to supplies that 
you are getting from the Toronto area? 

MR, DOWN: We can certainly get that. 
We have not it readily available but we will get 
it and nave it for. you. 

ME. PATTILLO: Thank you, Is the company 
importing into the country any products? 

MR, DOWN: Just a very few special 
lubricating oils. Very few. 

MR. PATTILLO: Are they being imported 
from the United States or from elsewhere? 

MR. DOWN: From the United Kingdom - - 
Britain. 

MK. PATTIELO: 1s 2% the company's sehe mr 
in the future to endeavour to expand its marketing 
operations across the whole of Canada or is it going 
to confine itself to the provinces which it is now 
in? 

MR. DOWN: We propose to go the whole 
hog... €oO right across. 

MR, PATTILLO: Do you contemplate having 
some day in the future more than the refinery in 
Montreal? 

MR, DOWN: Nes, soa. 


MR. PsaTTILLO: Is it contemplated in your 
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studies that you have made that for other refineries 
you will be using Canadian crude? 

MR. DOWN: I Will put it this way. 

We have not really got that far. The answer is 
certainly a conditional yes. We have not taken 
the positive steps to work it out. We are busy 
getting the market for the Montreal refinery. 

MR, PaTTILLO: What has been your ex- 
perience in the development of when you are going 
into a new country? Do you first work on building 
up a market and then, when you get to a certain 
development of the market, do you build a refinery 
to supply? is that the procedure generally? 

MR. DOWN: Yes, generally speaking, 
our endeavour is to bring the refinery on as soon 
as we have a market that starts it off at a 
reasonable economic level. 

MR, PATTILLO: Me. Down, L assumerit as 
almost axiomatic from what you have told us about 
your present plans that, if Canada did impose, 
as has the United States, a quota on imports, it 
would have a very serious effect on your company's 
plans? 

MR. DOWN: Yes, I think it might well. 

MR, PATTILLO: Have you made any study as 
to just what the effect would be? 

MR, DOWN: No, we have not. May I 
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would alter at all, but it might well have an 
effect on pace - - the pace at which we would 
adévelop our plans. 

THE CHAIRMAN: Keener competition would 
not be developed as soon? 

MR, DOWN: Check, 

MR, PATTILLO: Now, I wonder whether you 
would be able to ask your parent company if they 
could assist the Commission by providing data on 
ocean tanker transportation, if they would give 
us current rates and the long term expectations 
of tanker charges, particularly with reference 

to transportation from the Middle East? 

MR. DOWN: Yes, I would be glad to 
ask them to do that. May I get this clear? 

You want our parent company's forecast on what 
they think the future trends of tanker freights 
will be? 

MR. PATTILLO: That is correct. -— - what 
the present situation is and what they think 
a8 Boing to: develop. 

MR, © OWN: May I just make the 
comment that I think for the future, as a result 
of the Suez crisis, that the tendency in the future 
is that people will aim to have rather more tankers 
than too few, as a sort of insurance, and that 
may have a relatively downward effect on freight. 


In other words, since the Suez crisis it has been 
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sensible, to put it that way, for major companies 
to have some sort of cushion in case of cutting 


of pipe lines or closing of Suez. 
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MR. PATTILLO: I gather the whole oil 
industry operates on such theories, not merely 
tankers; it is a good thing to have lots of oil 
that you cannot sell? 

MR, DOWN: piere are’ short and Lone 
term angles on that point. 

i gemma ogg 4 Rad Da By 2 FE Now, in reading your 
brief would I be fairly summarizing LE ay sea ia 
that your approach to the idea of moving Canadian 
erude to Montreal is, this is certainly not the 
time to do it? It might very well be that what 
we envisage are the natural markets for Canadian 
crude will not become available but until one is 
certain that is not merely a temporary condition 
but that it is going to continue we think that 
one should not consider the Montreal market for 
Canadian crude? However, if it becomes clear 
that what we think is a temporary condition is 
a permanent one then we agree that it may be 
necessary to consider moving Canadian crude to 
Montreal. Is that really what you are saying? 

MR. DOWN: Yes, I think the solution, 
or the suggested solution, to the temporary 
problem is so drastic that we think it has to be 
very, very carefully looked at before the big 
step is taken. 

MR, PATTILLO: Mr. Down, do you know 


whether any of the oil belonging to the BP Group 
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is this nasty oil that is sneaking into the Puget 
Sound area and displacing the Canadian crude? 

MR. DOWN: Not to my knowledge but I 
would certainly have to check. As far as I know 


the answer is"No", and I am practically certain 
about that. PuU it. this way: may Ll say! Not 
and if I find on checking the answer is "Yes" I 
will come back and let you know, I am practi- 
cally certain the answer is "No", 

THE CHAIRMAN: Mr. Frawley? 

MR. FRAWLEY: Thank you, Mr. Chairman, 

it igs not likely that Shell would be 
buying crude out in Indonesia from BP? 

MR. DOWN: i should think iG, highly 
improbable. 

MR. FRAWLEY: So thet 1f Shell is 
going to provide Puget Sound with British Borneo 
crude it will be their own production? 

MR. DOWN: I think perhaps you should 
ask Shell that question, 

MR, FRAWLEY: Perhaps so, but it is 
hardly likely for them to be buying from you? 

MR. DOWN: Not likely. 

MR, FRAWLEY: And in the case of Texas, 
the Caltex Corporation have production in B rneo 
C00? 

MR. DOWN: Yea; 2 belleve so. 


MR, FRAWLEY: Now, there are two major 
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companies in the U. K., BrP and BP Exploration? 

MR. DOWN: In Canada? 

MR. FRAWLEY: NO; 2n vhe Ugh ., “tne 
parent companies -- I am speaking of the parent 
companies, Are there two companies? 

MR, DOWN: I am sorry, I misunderstood 
your question, The main company is the British 
Petroleum Company; BP Exploration is one hundred 
per cent Subsidiary and is, in fact, the explor- 
ing subsidiary of the parent, but they are both 
U.K. companies. 

MR. FRAWLEY: For general purposes it 
is British Petroleum that operates throughout the 
world? 

MR. DOWN: That 1s quite right. 

MR, FRAWLEY: Now, you have production 
in the Middle East? 

MR. DOWN: Yeo. 

MR, FRAWLEY: The Far East? 

MR. DOWN: Not inthe far fase. 70. 

MR. FRAWLEY: Not in Indonesia? 

MR. DOWN: No. 

MR. FRAWLEY: Some, you say, in Africa? 


MR. DOWN: We have just begun to develop 


oil in Nigeria. 
MR, FRAWLEY: In the Caribbean? 
MR. DOWN: No, Trinidad; we have pro- 


duction in Trinidad but not in Venezuela, 
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MR, FRAWLEY: Where do you have pro- 
duction in the Caribbean? 

MR. DOWN: Li eiretiai deat, 

MR, FRAWLEY: Now, do you have refiner- 
ies in the Middle East? 

MR, DOWN: Yes, we have. 

MR, FRAWLEY: Do you have more produc- 
tion than what goes on stream in your refineries 
in the Middle East? 

MR. DOWN: Yes, 

MR. FRAWLEY: What would be, just 
roughly, the percentage of production to refining 
in the Middle East, first? 

MR. DOWN: I cannot really answer that 
one, The situation is, with our extensive 
reserves and if our refinery demand increased 
it would be probable that we would drill and fur- 
ther develop to bring it up to our requirements. 

MR. FRAWLEY: You have a great deal 
more crude oil on tap, namely reserves, than you 
refine? 

MR. DOWN: That ie Plent.. 

MR, FRAWLEY: And does the same apply 
Soo Trinidad? 

MR, DOWN: No, Lt does not. 

MR. FRAWLEY: What is the situation in 


Trinidad? 


MR, DOWN: T 42m not voo familiar with 
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x Broadly speaking, I think -- we are in there 
in partnership, in the first place -- generally 
speaking, there are no reserves as far as I know. 
May I just check? May 2 put Lt this way, Jd well 
have to find out because I am not in a position to 
give you accurate information. 

MR, FRAWLEY: Usd you also say you had 
no refinery in the Caribbean, just production? 


MR, DOWN: We have production in Trinidad. 
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MR, FRAWLEY: Now, did you already say 
that you had no refinery in the Carribean, just 
production? 

MR, DOWN: We have production in Trinidad, 

MR, FRAWLEY: And you have a refinery in 
Trinidad? 

MR. DOWN: I think that our production 
there 1s sold to refineries belonging to other 
parties, Frankly, I am not too familiar with the 
actual detailed situation there, 

MR, FRAWLEY: From what you have told me 
so far, Mr. Down, I gather that BP is mainly a 
Middle East operation. 

MR, DOWN: Well, our main sources of 
crude oil are in the Middle East; we market 
very extensively in the Middle East area, 

MR, FRAWLEY: But you market in the 
Middle East, 

MR, DOWN: Yes. 

MR, FRAWLEY: Where is the crude oil 
going now which will go into Montreal when you go 
onstream there? 

MR, DOWN: It is down the hole. 

MR, FRAWLEY: It is locked in at the 
moment? 

MR, DOWN: Yes. 

MR, FRAWLEY: So when you told my 


friend, Mr.Pattillo,that you would be seriously 
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affected if, throughgovernment action, your foreign 
crude was not allowed to come into Montreal, all 


it means is that it would remain locked in the 
ground in the Middle East. 

MR. DOWN! I am sorry, t Attn eae 

MR{ FRAWLEY! It would remain locked in 
the ground in the Middle East, 

MR, DOWN: Yes, generally speaking, I 
think that is correct. 

MR, FRAWLEY: And you would be in no worse 
position than Imperial Oil; the Creole produc- 
tion would remain in Venezuela or go elsewhere, 

MR, DOWN: I think the situation there is 
certainly not in the same position, if I get the 
question correctly, in that if crude import is 
Cut orl, We, in fact, have fractional production 
in Western Canada and we are therefore left with an 
investment in the refinery and virtually no crude of 
our own to put into it. Does that answer your question? 

MR.) FRAWLEY: Yes, that is allio rignw Mr. 
Down. 

Then, coming back again to the relationship 
between what you are now putting through refineries 
and your reserves, I suppose it is difficult to give 
me a percentage. You have vast reserves, Vast” 
is not an improper word to use in regard to your 
supply of crude oil in the Middle East. 


MR, DOWN: Perhaps I could answer your 
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question this way, and I stres it is very generat. 
that BP production related to the world is in the 
order of 5 per cent production of our reserve hold- 
ings and just 20 per cent of the world reserves. 

MR, FRAWLEY: I put it to you that you are 
coming into Canada, putting aside your very commend- 
able exploration work in Alberta and elsewhere in 
Canada, to find an outlet for your vast reserves 
of crude oil in the Middle East. 

MR: DOWNS “Codon*trthink Lywoudd put 2 
quite that way, The $35 million we have put into 
Western Canada doesn't come from nowhere, and the 
problem facing all oil today is the generation of 
capital, and our purpose in world trade is to keep 
world trade flowing and to keep the expansion of 
tremendous capital requirements by putting money 
into Western Canada, and by putting capital into 
the East it keeps it moving. In other words, we can- 
not divorce our operations in the West. $35 million 
is a large sum of money. 

MR, FRAWLEY: But you have made large in- 
vestments in the Middle East. 

MR, DOWN: Yes, that is correct. 

MR. FRAWLEY: And, having made those 
large investments, you have to find a place for 
this reserve. That is a reasonable statement, isn't 
it? 


MR, DOWN: I will go along with you, yes. 
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MR. FRAWLEY: And one of the places is 
turning out to be Montreal; it just naturally 
follows, doesn't it? 

MR, DOWN: I think that a very big 
distinction can be drawn between our, as it were, 
skimming the cream, if I can put it that way, by 
Setting up in Montreal and sitting tight and selling 
Middle East crude and keeping in that orbit. What, 
in fact, we are doing is working to an integrated 
enterprise in Canada, and therefore when you say 
"get Tid or putting 16 that: way. 1t vs part of 
a much bigger and much more important picture, 

MR, FRAWLEY: Why couldn't you have gone 
into Ontario and built your refinery in Ontario on 
Western Canadian crude and supplied the Ontario and 
Quebee markets from your refinery in Ontario? 

MR, DOWN: Well, I think I have already 
partially answered that question, that our share 
of production through our affiliate, Triad, is 
fractional, and as a first step our first refinery 
in Canada clearly, from our point of view, from 
economics would be to work from Montreal. In other 
words, we generate capital, if you like, and then 
go into Ontario and furtherm. 

MR, FRAWLEY: Then you are doing two things, 
if you have latched onto the suggestion I made, that 
is you use, the crude in Ontario,you would be 


developing Canadian resources ,but you would not be 
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marketing your Middle East production, 

MR, DOWN: I don't think we can accept 
on the basis we are working on that if we had 
built a refinery in Montreal based on Canadian crude 
we would be getting a Quebec market, We look upon 
Montreal as an import market, and it would be 
naturally the first step. 

MR, FRAWLEY: It is an import market, and 
you would just regard it as an import market, 

MR, DOWN: An import market which, from 
our point of view, fitted into a bigger picture in 
our whole process in Canada, and, if I may putit this 
way,was a logical step for us. 

MR, FRAWLEY: The net result was you put 
capital into Western Canada and you also found a 
place for some Middle East crude in Montreal and 
you call that one single operation, and I will agree 


with you there, but it was an operation which helped 


you getting rid of your Middle East production and 
then found a place for your capital in the oil 
fields of Western Canada. It did those two thirgs, 


and you regard those as one single operation. 


MR, DOWN: In a very wide sense, yes. 
They are really logical steps towards a development 
of longer-term plans, 

MR, FRAWLEY: Now, your cost in Montreal, 
of course, your laid-down cost at your refinery in 


Montreal, is basically the lifting cost in the Middle 
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East plus the BP tanker rate to take it to Montreal, 

MR. DOWN: You said tiftang cosy, Our 
cost is the posted price plus the growing tanker 
rates, 

MR, FRAWLEY: But you are merely an arm 
of British Petroleum. 

MR, DOWN: Yes. 

MR, FRAWLEY: And they have the production 
in the Middle East. 

MR. DOWN: Yes. 

MR, FRAWLEY: And I say effectively one 
has to go behind theposted price which your invoice 
shows, and the real truth of the matter is that the 
cost to your parent company is the lifting cost, not 
the posted price but the lifting cost in the Middle 
East plus your own tanker cost in bringing the oil 
to Montreal. 

MR. DOWN: Nct quite, because in addition 
to the lifting and development cost -- incidentally, 
while on this business of Middle East cost, it 
isn't justa matter of lifting in the Middle East; 
in the Persian Gulf there are very large expenditures 
by the oi2 companies, townships, schools, buildings, 
foundations, so that is quite an additional element. 
And another point is that under the 50-50 arrange- 
ment the governments are, in fact, taking 50 per cent 
on tthetprofit, Af you “like, on*the oll, Mind you, 


it certainly doesn't accrue to the oil companies. 
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MR, FRAWLEY: I can understand, I am 
simply using one point which must include develop- 


ment costs and community costs and your division 


with your partner and the division with whatever 


he is out there, the Sheik, they do ultimately 
arrive at the cost per barrel, I say your cost 
in Montreal is that cost plus tanker cost to 
bring it to Montreal, 


MR, DOWN: Yes, You are taking it 


from the group point of 
: ~ FRAWLEY: Yes. By the way, do you. | 


use the Montreal-Portland pipeline or propose to? 


MR, DOWN: Yes, we do, 
MR, FRAWLEY: You have been requested 
to become a shareholder in the Montreal pipeline, 
MR, DOWN: We asked if we could become 
a shareholder, There was astonishing alacrity 
in letting us in. 
MR, FRAWLEY: I didn't think it worked 


that way at all. I thought it was a real closed 


shop and you had to belong oryou could not bring 
your oil in. I suppose that is really what it is. 
MR, DOWN: I am sorry, could you repeat 
that? .. 
MR, FRAWLEY: It say, I-think 10° ts"so 
but I want to really know -- we could find out 
next week in Montreal -- I understand all of the 


refiners must be shareholders. All of the Montreal 
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refiners seeking to bring oil through the pipeline 
must be shareholders. Did you understand that? 


MR, DOWN: May I ask if you will put 


it another way? What you are saying is: is it 


possible for someone to move oil in that line 
without being a shareholder? tf am afraid I don't 
know. 

MR, FRAWLEY: When you made a request 
to become a shareholder you were snapped up right 
away. 

THE CHAIRMAN: It is just like an 
Alberta co-operative. 

MR, FRAWLEY: You are speaking about the 


wheat pool, I guess, I have been away from there 


So. .long> [-don'’t know, . I undérstand there are some 
egg pools or something. I don't know. 
THE CHAIRMAN: They are not too fresh! 
MR, FRAWLEY: I have been so absorbed 
in the 37 per cent of producibility I cannot see 
much else, Now Mr. Down, there were some things 
that struck me in your brief that I was interested in, 
At the bottom of page 19 and the top of page 20 you 
say: "We should have a finding rate of about 300 
million barrels per year and we only have 
a finding rate of 400 million barrels per year". 
Then there is a figure in Appendix B that struck 


me where you show that our crude oil only moved 


— from 2849 million barrels in 1956 to 2874 million 
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barrels in 1957. There is nothing very rapid about 
that, isthere? 

MR. DOWN: No. 

MR, FRAWLEY: Well, Nee Down” puGeLL 
to you that the fact that we are now only able to 
Bell 3/ per cent of our producibility has a lot to 
do with the lack of incentive in getting out those 
crude oil reserves. Do you agree with me? 

MR, DOWN: I think it is bound to have 
an erlrecu, 

MR. FRAWLEY: And you also say, and I 
must say that you are not alone in that, although 
I am quite certain you prepared this brief entirely 
on your own without any consorting with your fellow 
refiners in Montreal. 

MR,DOWN: We certainly did, 

MR, FRAWLEY: In fact I think you said a 
good deal came from Britain. 

MR, DOWN: In consultation with us. 

MR, FRAWLEY: I call your attention to 
the fact that although you feel that this is a 
purely short run thing and that our markets in 
the United States will increase.,., 

MR. DOWN: That is correct. 

MR, FRAWLEY: Now, have you any views 
as to how soon they are going to increase, Mr. Down? 

MR ,DOWN: No, I don't think we have, 


MR, FRAWLEY: Now dealing with very 
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recent events it would appear from reading the 
Canadian press that Mr, Eisenhower did not think 
there was going to be any very immediate change 


in those oil restriction laws or provisions in the 


United States. Is that what you gathered from the 
very down-to-earth talk he gave the Canadian people 
yesterday? 

MR, DOWN: I did not read the paper too 
thoroughly this morning. I think what he indicated 
was they did not look at it on a short-term basis 
from year to year and that America felt that they 
should -- how can I put it? 

THE CHAIRMAN: I don't think you need to 


struggle to answer that question, After all we 


can all read it. 

MR, DOWN: I am sticking my neck out, 
I should not be talking on something that is an 
American-Canadian affair. I have not been over long 
enough to really comment on it. 


MR, FRAWLEY: I put it to you from my 


reading I gather we have to live with those oil 
restrictions for,some.little/time. » Did you get 
any different opinion than that, Mr. Down? 

MR2 DOWN: It could be. 

MR, FRAWLEY: Do you agree with me that 
while we have to live with those restrictions 
against our exports into the United States we have 


within our own borders a large market running to 
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about 300,000 barrels a day? That seems to be 
the curious contradictory situation, as I see it, 
and as I think the producers in Alberta see it. 
What do you think about that? 

MR. DOWN: It is certainly a situation 
of temporary difficulty, yes. 

MR. FRAWLEY: It comes back to how long. 
must we wait until the temporary difficulty is 
resolved without going to Montreal. That is about it? 

MR, DOWN: Yes. 

MR, FRAWLEY: Have you been in the oil 
business long, Mr. Down? 

MR, DOWN: Since 1938. 

MR, FRAWLEY: With BP most of the time? 

MR, DOWN: Yes, except for the Warmiyears. 

MR, FRAWLEY: You were in London with them? 

MR, DOWN: rT Nave "seen, in Falestire and 
Israel and before the War I was in Iraq. I have 
been in London nine years. 

MR, FRAWLEY: Do you agree with me, as 
you observe this situation in Canada, it is very 
difficult to know when the situation may be improved 
if we are going to rely entirely upon our exports 
to the United States? 

MR, DOWN: I think that the oil industry 
traditionally tends to have fairly considerable ups 


and downs and this is undoubtedly a down. 
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MR, FRAWLEY: Now, you do make, on page 
20m 2 isvatement that: findjintriguing,? but2 
wonderrt ferquive understand it, Anwwhichvyou 
refermrto whe vexport: of -oursnatural eas. I am 
wondering, if we were successful in getting as 
itperaly ia igasvexporty policy as any one could ask 
for, now thag Psecoing to wssist tour: oid, industry? 
Isn't that going to @ive us more oil production 
that we aren't going to be able to do anything 
with? 

MR. DOWN: i don *Guthink: IT squace 
understand that question. Would you rephrase 
Lue 

Mie SrA TIL EGO: Yes, If we have a gas 
export policy which means that the industry goes 
out and finds more gas - gets more gas - to put 
into the export market, particularly along the 
foothills belt yiandwthey find more,crude wry 
and that seems to be the opinion - the gas we 
are going to get to meet the further needs is 
going to be gas associated with oil; so our gas 
export policy produces more crude and we have 
no market for it. 

MR. DOWN: I see what you mean. What 
we had in mind was delivery to areas, temporarily, 
of the additional oil, and that it probably would 
be a palliative; but, at the same time, on the 


longer haul, we still believe that there is a 
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sufficiently large potential market in the States 
to find an outlet for Canadian oil that is worth 

waiting for, at least a little time, before going 
to try and capture the Montreal market. 

MR, FRAWLEY: I mean, addtional markets 
Tor ol anyone andustry. 

MR, DOWN: Yes This (as- iirew.s 
almost by way of comment. It does seem the one 
way of easing the situation from the point of 
view of the general economics of Alberta, 

MR, PATTILLO: Mr. Frawley: you know 
that tne voluntary oil restriction program in 
the United States hasn't actually of itself been 
any detriment to us, because it is a fact that 
our exports have never come up to the amount of 
Bhe@resturzetive coder You are aware of that? 

MR. DOWN: So I understand. 

MR, FRAWLEY: That means, of scourse, 
Gocsn! > Lt, thate thevmatter of "commercial, preference 
comes into it at that point? 

MR, DOWN: It may be a matter of 
temporary economics. 

MR. FRAWLEY: Lt LSmenunl ali Orca L 
it commercial preference when you look at it 
from the standpoint of the independent refinery. 

| MR. DOWN: Commercial preference has 
a very special ring in my mind. I don't know 


if we are talking on the same lines. I merely 
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say that I think there is this temporary area 
where the economics may well lead to a decision 
on Canadian crude, 

MR, FRAWLEY: Pérhnape there is no 
difference between us there. if Shell Off Conpany 
choose to go to Borneo to supply thelr Puget 
pound refinery rather than take it out of our 
pipe line which runs rightiintvo' the area, Lt figent 
be company economics, but surely it is not very 
wrong to call it commercial preference? 

MR, DOWN: That is what I was think- 
ing of, .in terms of preferential tariffs in the 
Commonwealth; there seems to be a rather special 
implication. 

MR, FRAWLEY: oO you say it is a@ com- 
bination of the voluntary oil restriction program 
and the preferencies of the various companies. 
These integrated companies have operations in the 
United States and choose to supply their refineries 
from their own production rather than to bring it 
in from Canada. Is that what the situation amounts 
to? 

MR. DOWN: Yess /@outel stilt’ think Ls 
as likely tobe temporary: 

MR. FRaWLEY: So we get back to this, that 
it is a question of how long is "temporary"? 

MR, DOWN: Yes. 


THE CHAIRMAN: Could we have a ten-minute 
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break on that note, Mr. Frawley? 


-~-- A short recess, 


THE CHAIRMAN: Gentlemen, I think we should 
get started. 

Mr. Frawley? 

MR, FRAWLEY: Thank you, Mr. Chairman. 

L gust wanted to. askryou one more thing, 
Mr. Down, and that is about your future expansion, 
as you see it, and it is obviously a matter of estimate; 
but your next refinery would probably be, as you 
told my friend Mr. Pattillo = you said you would 
hope and expect to have more than just one Montreal 
refinery? 

MR. DOWN: Phat <sicorrecu, 

MR. FR..WLEY: And that you’ didn't expect 
JMET Wobuilid two refineries in Montreal to supply = 


to find - an even bigger outlet for your Middle 


Hast crude. You would go into the west? 
MR. DOWN: Lt ass wouripresentianGents on; 
but we aren't, perhaps, looking too far ahead 


too specifically. 

MR. FRAWLEY: If you came into the Toronto- 
Hamilton area, for instance, which is a very good 
market, is it not? 

MR. DOWN: Yes 7 abt certainty cis, 


MR, FRAWLEY: As wea? DEMS, US Owe ares told, 


——_— many times... you might find it economic to bring 
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im Middle Bastywerude and probably bring it up by 
water through the seaway into a refinery in the 
Toronto-Hamilton area? 

MR, DOWN: Lethink That mighte work 
euv that sthere are probably operating difficulties 
in terms of trans-shipping crude througn the 
seaway. 

MR, FR .WLEY: If you did that there 
might be a question of company economics or 
Commecrecnal pretercncse. coring in there which would 
guidesyou and help. you to decide what to do? 

MR. DOWN: I don't really want to 
pre-judge what we might do. Le Would be gine Lined 
bo thiinkerthak if we were putting gna second 
refinery based on Canadian crude it might be even 
turther to. the east; and di wevwwished to. increase 
our imports they would come to the Montreal refinery 
which would have been expanded. But I am bound 
Comeaynenatyeinvine Long havi. ithe picbure we 
envisage is of a refinery somewhere in eastern 
Ontarno =wpoSsible the Quebec. area, .in=srowing 
itself, with the volume actually increased but 
with the geographical area decreasing. 

MR, FR .WLEY: L.put Diathe-Vouthay “we 
must always remember that you are, in Canada, two 
things. You are a Middle East producer of crude 
with vast reserves, and a very welcome explorer 


in western Canada. That is what.you. are? 
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MR. DOWN: Yes, 

MR, FRAWLEY: I put ae vo your than 16 
is Just common sense to expect - and I shall leave 
this to your decision entirely - that you might use 
Middle Kast crude through the facilities of the 
seaway and refine it at a refinery in the Toronto- 
Hamilton area, and maybe even at the lakehead., 

MR, DOWN: Well, that is a hypothesis 
which I really might go along with, but from a purely 
practical point of view it would be a matter of 
judgment. eek Said, think the economies roniter, 
if I can call it that, is somewhere in eastern 
Ontario. It does depend on the future trend of 
prices. and, it: isnot a hard and fasc Line, Dnere 
tSyea SORt of) ebb and TLow. 

MR, FRAWLEY: I put that last question 
to you having in mind that we now know that 
Venezuelan crude is being barged up the Mississippi 
righvy anton the hears of the-Unitved Staves. 

MR, DOWN: That I understand. rdon. ht 
know too much about it, but I understand that is 
SO. 

MR, FRAWLEY: ANG aDeam pPUrvine VesUG you, 
as my last question, Mr. Down, would we be so very 
wrong £0 decideivin this ‘sort of situatwon? with 
your Middle East crude coming in, with the danger 
of penetrating right to the lakehead, and with 


Venezuelan crude, again, coming right up, perhaps, 
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into the Chicago and even the Minneapolis area - 
to take what some people call our natural market - 
and British Borneo erude supplying our own pipe 
line area - because you know we have a pipe line 
finger riehnt-anto’ Pubet Sound ‘= if that is the 
SLUMAtLON Se there Foo much Tawi tbo ‘ber found. ag 


we become a little nationalistic in that we want 


to take our full Canadian market anyway? 


MR, DOWN: iL would concede that. you 
have 2ou Quite a “ditficurs problem, 


i think my answer is that it is the 


remedy tUnab concerns us, it Ls so drastic, “and 
it “distorts the business of the World oil 
market, and it has an effect on Canada's own 


POcItTHoOn and World trade an “generak, 


It seems to us that what you are suggesting 
as an alternative concerns us. But I will concede 
Enact 1s andi. rrrcusie prop ven. 

MR, FRAWLEY: I think you said that 
your refinery capacity was 25,000 barrels a day? 

MR. DOWN: Yes. 


MR, FRAWLEY: I put 1t-to you that the 


drastic situation you are speaking of - and 1 

don't want £6 Minimize it bey can IT puveley this 
Way, that’, “in your case, the drastic situation is 
simply that 25,000 - a mere 25,000 - barrels per 


day is left, Locked in the Middle East? Is that 


= what happens, in your opinion. 


- Sane ‘douse 


=, 
> 


Lf hr) st. eo rae Y hatte. oat 


a Oy a 7 


fase seodhd? i nS 2eRiNRAD BED 188i 


4 4 
a a a 
s 


Paine 2 ale uit Miia ae tsa a i" 
, tk c’ Padi ~ 4 nie ela rone: 1 or i, im ’ 


: vi : 
\ rt Rie iy iets ty ‘vena i Jd wdaup pus aaa 


ee 
? fe 5.4 7 


a 
i vida 2 wy 
me ; 
BAe Dade ere woo les on STD 2 gad veonete 


bing oA¢ Yo) saqgeeid ecic | oT tae) oe 


tho 2 ARRON es Bees TS: te Git He ie 
} , end al io Tae ia , 
right ia 
» DANEy uly | We: at prey . eile bets pe E7VeeGy) po 
Bi. ae en 
j care Ae a fj 
wibdEoann ay CaN pak : teh eas ; aa} ea 
Len een ie 2 
aL es : i er : aaa ia 
YEIOGD “AG dey hy THiPt ac) eos earls ictal ne GB «7f 7, 


“lias aia as 
Heiden POBITIER ez Si GBS 


Js ¢ i : TRE My WTS : ¥ Mil, iBT owe ( i 


ove ter oy Ro } re ‘ fe ; oe : . 
ae” ao Berl CAMS Oe ey Oe OA Cae weal ot Gis CFs ; 
yy i ; 
ee »¢ MACK. en | P 


Stix "6 crt a ‘i ty -_ Ar 7 i s kita LAH; . iM 
aes n 
bitin” 4" 'ig) depet aed oe ea din. oLsnesd 
; ; if 
gar vl tite Tres Vide} OP ee tee ol phan a nok / 


eh wolteitid GLamues Ht: ¢ eetip’ “legge i baad: weelel 


Ty) he TED & SOO ,26 steers « COO RS sae: aim 
| f 


we an ‘ath BERS) I sal Be ied s oe tet 
sft, Pe 


| Saal). he a8 
ped bt nt ae 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


MR, DOWN: tL ehinks 1G is not quite as 
easy as that. This is a strictly British Petroleum 
point of view. We have got these long-term 
plans for Canada, and an integral part of that 
plan is selling our Middle Kast or other oil in the 
Montreal area as a stepping stone to further de- 
velopment. Clearly that oil is owned 100 per 
cent. It generates capital which will continue to 
flow in, we hope, to Canada's benefit and to our 
own, LF vnatusupply is cut off , the point 2s that 
we have practically no Canadian crude at present. 
Our crude production is fractional, That is the 
Hcint would Like to make, “This ceneration sin 
the formulation of our plans, I do not think that they 
will change in objective, but the pace, I would say, 
will inevitably be affected, 

MR, FRAWLEY: Thank you, Mr, Down. Might 
I only say that I am obiiged to you for your for- 
bearance and the way you have answered, 

MR. DOWN: It has been a pleasure, Mr. 
Frawley. 

MR, COMMISSIONER HOWLAND: Mr. Down, just 
by way of information: in your first chart you 
refer to energy demand projected and you have some 
terms there that I would just like to understand. 

If you do not, perhaps you could get the information. 

MR, DOWN: I hope I do too. 


MR. COMMISSIONER HOWLAND: Because this 


2M tts pee eyy el nek - 


‘abi uae oie ae 


f] 


apr, 


: ities 
§ 469 s3%i eo 
eee oe hae 
Sass | «trol ey Pd 7 


Ls 


pins oe ie 
“a ee ieee 
Cer tomes ta Ito 
ne Ae 


ee 1 Beet 


iaotanstg aves sw 


<p 
‘ 
- 
“ 


1g obit | THO 


Ae ec peas a 


deuoand 0 Yaw) a 


Nes 
Ty a J i Soa P) eS Fi 
oe arta OF a teRiy 
i, ~“d oe i} 


‘thes ; aeIsd auseg) | 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


HB {0 


is very valuable material. You refer particularly 
to a hard coal equivalent. I do not know that 
term, I wonder whether you could find it out for 
us. I would suggest that this is the English back- 


ground of the material? 

MR, DOWN: Yes, lvvnhink 2UCis “vine 
thermal sort of value, They have protably taken 
hard coal as the yardstick for all this. I can- 
m10U. answer the question buc LT wiil rind out, 

MR, COMMISSIONER HOWLAND: We do it too 
with the tons of coal equivalent, but the term 
"hard coal", I do not know whether that is 13,500 b/d 
or 14,000, but it is a technical thing. But these 
charts, I suggest, are so valuable that it would 
be worth having your interpretation, 

MR, DOWN: I would be glad to find out 
for” you. 

MR. COMMISSIONER HOWLAND: I would like 
to follow through a little more this “break-even” 
study of location of factors and so on, but there 
has been a lot of questioning on it now, Just one 
question on it. When you made that study, you 
came over obviously representing BP. Did you get 
Canadian consultants and then sit down and look at 
the total market to be served and then decide the 
location on the basis of prices of Sarnia or Middle 
Hast or BP? 


MR. DOWN: First of all, answering the 
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first part of your question, we did the study 
ourselves, We came over here and we did not 
consult with anyone except to the extent that we 
had very valuable assistance from the Department 

of Trade and Commerce and other statistical depart- 
ments, butcas Taras: ourscosts are concerned, if I 
understand your question correctly, the choice of 
the site of the refinery was based on the outline 
stepping stone development, With our own sources 
of crude; it really was the only logical place. 

The Toronto area, which under certain circumstances 
for thesimport of erude 1s competitive, it is 

Suri icsentiy tari eshadliglisay, vostheswese to be 

a doubtful quantity. I may say I thinkat the same 
time, apart from the commercial considerations in 
selling our own crude, we did bear in mind the 
poditical side. '.We tried, shall I say, to put 
imported crude into Toronto, which I have described 
at certain times as a marginal area for imports. 
Therefore, again on the long-term, 1t.might commer- 
clally redound against us. 

MR, COMMISSIONER HOWLAND: Your. plan: to 
serve the market and the definition of the market 
was not anything to do with the Quebee arca and 
Ontario? 

MR. DOWN: It is Eastern Ontario, but 
strict marketing considerations may distort that 


to some extent. You might want certain stations 
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down a highway and you want to get further up. 
Generally speaking, our market is Quebec and 
East and North Ontario, althoumshfor prestige and 
other reasons, In fact, there are stations much 
further afield, 

MR, COMMISSIONER HOWLAND: There was 
just one other remark you made in the discussion 
where you talked about future prospects in regard 
to freight rates and the tanker rates. You mentioned 
that the policy would likely be to establish a 
larger fleet than would be necessary to have a 
cushion against, say, a future Suez, Then you 
Suggested that this would tend to reduce prices. 

One of the mysteries of the economics of oil seems 
to be that we have a lot of cushions AlLvever the 
place and yet prices go down. Normally a cushion 
tends to push prices up. 

THE CHAIRMAN: I think you said freight 
reves. 

MR, DOWN: Yes. I am by no means an 
expert on this and I am sticking my neck out in saying 
what I did, I merely wished to indicate that in the 
past there have been tanker shortages which have 
resulted in substantial increases in freight. As 
a result of the experience over the Suez crisis 
there will be a tendency, if, for example, 

a big group is considering a tanker program, if 


the considerations are marginal, they will tend to 
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take decisions to build rather than not. I am 
Saying that as an expression of opinion, 

MR, COMMISSIONER HOWLAND: You mentioned 
that it was to take out the situation previously 
obtaining, in other words, when there was a shortage 
of tankers. Thank you very much, 

THE CHAIRMAN: Mr, Down, in answer to a 
question from Mr. Pattillo and also one from Mr, 
Frawley, you mentioned that the move to the Montreal 
market, taking Canadian crude to the Montreal market, 
would be such a drastic step --you used those words-- 
so drastic that it put the world o11 supply situation 
invo turmor . Are you familiar with what happened 
when Interprovincial built its line from Western 
Canada as far as Superior and then down to Sarnia 
and extended it on to Toronto? Did those moves 
drastically disturb the world o11 supply markets? 

MR, DOWN: No, they did-not, Mr. Chairman? 
I did not intend to imply that’ there would De@an 
impact on the world oil supply situation, When I 
said "a drastic’ step’, I think that we in the oid 
industry, having regard to what we consider would 
in fact be government intervention, it would have 
repercussions in that intervention by way of controls 
and quotas and tariffs and what have you. I was 
not thinking in terms of world trading so much; 
it was just Canada taking a step from the world 


trading point of view, 
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THE CHAIRMAN: You are assuming that 
in moving Canadian crude to Montreal some sort 
of quota or tariffs or embargo would be necessary, 
and it is that you feel would be such a drastic 
move in international trade generally? 

MR. DOWN: Yes. 

THE CHAIRMAN: That explains what you 
had in mind? 

MR, DOWN: Xs, 

THE CHAIRMAN: Is it a matter of public 
knowledge, the ownership of British Petroleum? 

MR. DOWN: I take it that in asking that 
you want to know the British Government's holdings. 
They hold about 55 per cent of the equity, They 
have several representatives on the Board of 
Directors too. 

THE CHAIRMAN: Thank you very much, Mr. 
Down, for being so good as to give us this information 

MAL DOWN» Mieht: I just. Comrect a coupic 
Pretnings for the record? 

THE CHAIRMAN: Yes. 

MR, DOWN: First of all, when I quoted 
Triad mpr, I think I gave the figure as per month, 
TE should, of course, be. per day, 

The other point is this, if 1 mighu give 
46" JT think’'that in replying to Mr. Pattillio: 7 
said that there was no funded debt in our companies, 


That is perfectly true in reference to BP Exploration 
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Canada and BP Canada, In Triad, since we joined 
the company, we, in fact, had a note issue of 


$30 million, of which we took up approximately a 


little more than half and the public took up the 
other halt, wl might also add that. it ts, 6urinten- 
tion to invite further Canadian participation, 
by Way. Of possibile equity, but) atipresent, in our 
slightly uncertain situation, we want to get a firm 
base first. 

THE CHAIRMAN: Thank you very much, Mr, 
Down, You have been very kind, and I wish you would 
express our appreciation to your -princepals) in 
England for the contribution that they have made 
tO SALS. word, o14. picture: im youribrier, “Thetpricr 
is going to be of big assistance to the Commission, 
I want to thank you for coming here today and being 
S80 patient. 

MR, DOWN: Thank you very much, It has 


been a pleasure. 
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Submission of 


CANADIAN BECHTEL LIMITED 


Appearances: 
MY oa Lia blaLr ~ President 
Mr. H. F. Waste - Vice-President 
Mee Seis Lynen - Engineer 
Meson. Jo. bridwes - Director 
Meso. OO, BeChbel.) Jie = Director 


THE CHAIRMAN: Me. Pattillo? 

MR. PADPTLELO: Mr. Chairman, we now 
come to the last submission which we will receive 
in these hearings in Toronto, and which will be 
the submission of Canadian Bechtel Limited. 

At the request of the Commission, 
Canadian Bechtel Limited have made a study of 
routes and economics of pipe line transportation 
from Edmonton to Montreal and they have submit- 
ted that. study to us. 

Mr. Blair, the President of the corpora- 
tion, has also written to you in your capacity as 
Chairman a covering letter and I am proposing that 
letter be marked as T-10-2, and that the brief be 


marked as T-10-3. 


---EXHIBIT NO, T-10-2: Covering letter from 
Canadian Bechtel Limited 
to the Chairman, dated 
adyetd O42-1950:, 
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-~--EXHIBIT NO. T-10-3; Submission of Canadian 
Bechtel Limited, 

MR, PATTILLO: I am going to ask Mr. 

Blair and his associates to come forward and to 

read the letter in whichever order he wishes to 

read it, 6ither before or after the submission. 

THR CHAIRMAN: That is a letter as of 

this date, the longer letter? 

MR, PATTELEO? The longer letter. 

THE CHAIRMAN: Please proceed, Mr.Blair. 

MR. BLAIR: I will first read this 

covering letter, which I felt might explain the 
principles we were endeavouring to follow in 
preparation of the brief. 

"We believe that a few explanatory re- 
marks will be helpful in considering the report 
that we have submitted to your Commission on 
alternative methods of transporting western 
Canadian crude oil to Montreal by pipeline. 

"When requested by the Commission to 
make this study, we recognized that so many 
variables could be taken into consideration, 
that the study could easily become too complex 
and would not in ar opinion give a sufficiently 
definite finding. We, therefore, felt that 


it would be most effective if we made exactly 


— the same approach to this subject for the 


Commission that we would, if making it for 
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industry. 

"Thus, the basic questions are the type 
of oil to be transported, the route for the pipe- 
line, line sizing, rates of throughput, the capital 
investment required, and the return thereon. We 
have given these factors consideration in the 
same manner as we have previously in our role as 


engineers and managers on the other major Canadian 


pipelines. We believe that by so doing, we 
are able to provide you with a normal commercial 
yardstick from which the economics of any other 
variables desired can be measured, 

"We fully recognize that there are many 
other important factors bearing on the considera- 


tion of a pipeline, such as national defence, re- 


lief of unemployment, support of Canadian indus- 
tries, or other items of national policy which, 
however, are factors that lie outside our terms 
oF reference. 

"If, however, it is desired to deviate 
from the normal commercial approach because of 
any such factors, we believe that our investi- 
gation provides a base from which such variations 
can be evaluated. 

"Since the report is necessarily somewhat 
technical, with supporting details and tables, 


I propose to summarize the material contained 


therein by reading selected portions and then 
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expanding briefly on those factors that we believe 
are of major importance. 

"As engineers and constructors of pipe- 
lines, we have directed the scope of this submis- 
Sion to a discussion of the pipeline transporta- 
tion aspects of the over-all problem of delivering 
western Canadian crude oil to Montreal. 

"Our submission compares two basic methods 
of transporting crude oil from Edmonton to Montreal 
by pipeline: 

(1) a new direct pipeline system, and 

(2) an expanded Interprovincial-Lakehead 

system. 

Three alternate routes for a new line are first 
studied and the most economical route selected. 
This route is then compared with the expanded 
Interprovincial system over a wide range of crude 
oil volumes to determine the transportation costs 
of the two methods. 

"Our submission is an engineering and 
economic analysis designed to present factual 
information that will be of use to the Royal 
Commission in their consideration of various 
pipeline methods of transporting western Canadian 
crude oil to Montreal. 

"The selection of the most economical 
route for a new pipeline between Edmonton and 


Montreal was arrived at by estimating eapital 
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and operating costs for the three basic routes 
shown on the route map in the submission, We 
ascertained Route B (that is the one marked in 
green, via Sault Ste, Marie) to be the most 
economical, having a capital cost of $345,000, 000 
and an annual required revenue of $68,800,000 at 
the comparison point of 255,000 barrels per day 
transported through a 30-inch diameter pipeline. 

"For the route selected, we prepared 
preliminary designs to determine the most economi- 
cal line size, capital costs and required revenues 
for a range of volumes transported from about 
75,000 barrels per day to 350,000 barrels per day. 
This results in the group of curves shown in 
Figure 1 in our submission, whcre unit transporta- 
tion cost per barrel of crude is plotted against 
average daily volumes transported." 

I might just explain these curves on the 
maps. Each point on these curves is an optimum 
point in the throughput for the size of line. 

In other words, if you went up or down the scale 
that ts & smaller throughput or a larger through= 
put, which would be less efficient at that par- 
tieular poLnt, That is in: contrast to the type 
of curve where a line 30 inches in diameter has 
been set up with simply arbitrary stations and 
have throughputs other than the one specific de- 


sign, where there would be less efficiency. In 
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other words, there is only one maximum efficiency 
point on the line and these curves are drawing 


together a series of such maximum points. 
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We also considered an alternate method of 
transporting Alberta crude oil to Montreal by ex- 
panding and extending the facilities of the Inter-. 
provincial-Lakehead system. This plan is much 
more complex, The Interprovincial system has 


multiple receiving and delivery points and also has 


excess or reserve capacity that varies throughout 
the system, To permit a fair comparison with a 
new direct line, we assumed two principles: 
Ly That the reserve capacity of the 
present system over and above the maxi- 
mum requirements of the area presently 


served would be available for transport- 


ing crude oil to Montreal, and 

ay That a fair share of the cost of 
this reserve capacity would be charged 
against the transportation to Montreal, 


On the basis of these assumptions, we have 


made preliminary design and estimates of capital 
and operational costs for additions to the Inter- 
provincial system required to transport average 


volumes ranging from about 50,000 to 350,000 


barrels per day from Edmonton to Montreal, The 
capital and operational costs of such additions, 
added to the prorated costs of reserve capacity 
utilized, result in the unit transportation costs 
for various average delivery volumes transported 
| through the Interprovincial system as shown on 


Figure 1 in our submission. 


‘5 erinibsey aatd ‘waka 


y 
we as 
a fs 


= 


meee) SiG 


. Cx i. af : , ce 
dows az wh0e Sie bees 


-onemesnt aff 


| = bi it toa yo se@iiet BAS sanganeer, ‘atat et 
ah ; : fare sie) im \ 


ie ' 4 ses +osq Lys) awrsgeh ee) man 


‘pss 


ial woh pis 8 « inerag oD mavens ah 


| amity SS i air soaskb war 


Ney Bos ete ts 
%, or; gad z ant oc 
i) baie sassy se 
1. 
‘oamentanee ful 
Leen od Siuow bSvaeE 


: ny: ss fy asirro mire 


‘sab ao¥ pieon te coksnaas brie 


ron 


«4 59 hoxton meateye Tetontvotq 


paints os Divs’ fat “ob igidakmtiong sham | 
Sl 5a ee : 

i GF yuade mor? gakanbs somutov - 2 

sh aeq siantad . 

ey ey ogi 

“6 iao0 Ks snd Siewea9 bas Leshaee 5 


ie 
Apna is Sa ae, 


| id q 
yy" eT an ‘ys az aaa “peg esorg, ‘a es pebba | 
Se, hacks fo 

ouktesy See ene | tit tate ext 


Pr ae Sake Ai ee Ri 
amelie bar pated 


$S- 
= 
oe 
= 
Re 
4 
hy 
me 
qr 
oO. 
cu 
oc 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO (393 


Before turning to a detailed considera- 
tion of the submission, there are two factors of 
the utmost significance in determining the unit 
cost of transportation and we believe these 
factors are of such importance that they justify 
further amplification, Theymare sl ivstiiy., the 
average volume of oil to be transported and the 


relationship of such volumes to the design 


volume or capacity, amd secondly, the return on 
investment. 

"We will briefly analyze the effect of 
varying these two factors from those used in our 
submission. 

"Ratio of Average Volume of Oil Trans- 
ported to Design Capacity: 

"Our submission covers a wide range of 
volumes. In all cases these volumes are average 
daily volumes and equal to 85 per cent of the 
design capacity. The difference being available 
to provide Lor ysuch cians as: 

(a) Fluctuations in refinery operations 


that result from the variations in seasonal 


demands, or those arising from any inter- 
ruptions in the refinery operations, in- 
cluding routine shutdowns. 

(bo) Operational difficulties inherent in 
pipeline operations, particularly and 


including those associated with the 


} fy a9 
eS 


~ “ aie 
ti Agh Sy wat hignise ot bse = 


} 
“Spens “ys apigd - Be ‘one 
yibten | ved ISAT Pers sat 
ats .viteahecase geet 
wy is: ESTO 7Si" , a0 a 
| 


imevar® ii O¢.48 ane way dave 9 ‘4 


ee pie ‘ 7 


oA poudet oo). yinteors | 8 TAtoRORE I. casei a 


; if 
| ie +t 
ire arid gaa Oe Aid Tor ad tr oi 
ae. Take 2A) ere BH. ae 5 7 4 
> wt beet). Bodh Goi? Vie sont owt uot dara 
-? [+ Kee ; 
by rah . worsens 
‘ : 7 ; ett sass: Re S, Fat “oe 
. 
i any -Sreke oy : Eat he sdf" . 
a eB ae ee ee 
ki re tae oan? aren oJ hestog | 
at | 1 
ht ee eerie ay by a BieAioD odne oni coat camer an 
: nnd heme + ‘ i, ne i ee ; Peay 7 
wieteys. ‘Afra Bennet OV Sen noe Om ‘T£a ok on raomuloy a 
164% ’ a me . a ae im re a n a 7 me ‘ 
if ‘ » ‘ r ee a : 
wee) Tie eer. SR : OS. a at senylov ylieo a || 
i i . aa ‘ i : 7 Re 
fdstteus saded oameeethin HoT “Vt LGageo agiast ,o 
' Pt “ hd : aq | 
J aR 4582 Moud woe Bblyoug oF } 
te Mt. aE POR oe i ar Te 
jeeaats B tyane wl enditaigags (a) 

aT es d 


tanosese ae -wdodasbrev ont qo tt Didar, sa07 ‘s 


yf iki a asa i j 


ro 7b. Tete. MOD vais ale canes cia 


“Ot. <enos seals: e 


af detent 62 


; ‘ n at eae Med: Re eye ha Keeper a ve a8 7 atts ie . Sgt 
oe Ae 


vi Stic fitla netedadsus ab od Bt ahora 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 7384 


transporting of various grades of crude 

oil simultaneously through one pipeline 

system, 

(c) The operational problem of gathering 

such various erades of: crude oll] in the 

necessary batches for transportation. 

"In summary under normal conditions and 

recognizing the variables that have to be pro- 


vided for, it is our judgment that the actual 


average throughput cannot be expected to exceed 
85 per cent of the desigh capacity. 

"If, however, a theoretical condition 
is assumed whereunder a load factor of 100 per 
cent could be realized, the resulting increase 
in the average volume transported would reduce 


the per barrel cost of transportation approxi- 


mately 10 cents below that used inqir report. 


“Return on Investment: The second 


major factor to which we wish to draw particular 
attention is the return on investment or profit 
available to the pipeline company. 


"Industry experience indicates that a 


projected net return of 5 per cent or more on 
capital investment is normal and our submission 
ticbased, on a net meturn.of.5 per cenv. 
"Continuing with this analysis, we may 
point out that if the projected return is reduced 


from 5 per cent to 4 per cent on capital investment 
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the result would be a reduction in the cost of 
transportation equal to approximately 7 cents 
per barrel. Similarly, if a return on invest- 
ment of only 3 per cent is assumed the cost of 
transportation would be reduced by approximately 
14 cents per barrel from that shown in our sub- 
mission, 

"We hope these comments will help in 
explaining to the Commission some of the important 
principles on which the submission has been pre- 
pared." 

Now, if I may turn to the breler. 

in Lhe roductLon 

Grrr inn-ot “scudy: At the request of 
The Royal Commission on Energy, we have prepared 
this submission presenting our views concerning 
alternative methods of transporting Western 
Canadian crude oil to Montreal by pipeline, and 
comparing the transportation costs of those 
methods. 

Pian ror “SuomissiLon: As engineers and 
constructors of pipelines, we have directed the 
scope of this submission to a discussion of the 
pipeline transportation aspects of the overall 
problem of delivering Western Canadian crude 
to Montreal. 

Our submission compares two basic 


methods of transporting crude oil from Edmonton 
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to Montreal by pipeline: 
(1) a new direct pipeline system, and 
(2) an expanded Interprovincial- 
Lakehead system, 
Three alternate routes for a new line are first 
studied and the most economical route sclected. 
This route is then compared with the expanded 
Interprovincial system over a wide range of 
crude oil volumes to determine the transportation 
costs of the two methods. 

Our submission is an engineering and 
economic analysis designed to present factual 
information that will be of use to the Royal 
Commission in their consideration of various 
pipeline methods of transporting Western 
Canadian crude oil to Montreal. 

Because of the minor fluctuations in the 
Canadian-U.S. exchange rate, all our cost esti- 
mates are on a par exchange basis. 

Le Transportation Requirements 
and Possible Methods 
Operational Requirements 

Origin and Destination: We have 
assumed in all cases that the crude oil will 
enter the system at Edmonton where many major 
crude oil gathering systems terminate. For 
simplicity and ease of comparison it is assumed 


that the oil to be transported has physical 
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characteristics of a light gravity crude o11 such 
as that produced at the Redwater field. 

We have further assumed that the crude 
oil will be transported directly to Montreal, 
where it will be received directly from the pipe- 
line by the refineries. 

For the expanded Interprovincial system, 
intermediate receiving or delivery points other 


than those now established have not been con- 


sidered, 

Range of Volumes: In our submission 
two terms are frequently used: "average volume" 
and “design volume”. "Average volume" is the 


annual volume of oil to be transported, divided 
by the number of calendar days in a year. "De- 
sign volume" is the volume that the pipeline system 
must be able to handle on maximum volume days in 
order to attain its average volume over the year, 
The average volumes and their corres- 
ponding design volumes investigated in this sub- 
mission, expressed in barrels per day (B/D), are 


as follows: 
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Average Volume Design Volume 
42,500 B/D 50; 000+ B/D 
85, 000 100, 000 

ef 500 150, 000 
170, 000 200, 000 
2L2.500 250, 000 
2s OVO 300, 000 


Possible Method #1: A New Direct 
Pipeline System: 

A new pipeline running directly from 
Edmonton to Montreal could be built over several 
alternate routes to transport Western Canadian 
crude oil in any volume desired, 

Over the past ten years or so, many 
pipeline routes between Western and Eastern C.unada 
have been investigated, Most of them fall into 
two main groups: those passing north of the Great 
Lakes, usually referred to as "All-Canadian" 
routes, and those passing south of the Interna- 
tional Border, which can be termed "Lakehead" 
routes. We believe that these two groups of 
possible routes define the geographical limits for 
a West-East pipeline, a region lying between two 
existing systems: the Trans-Canada gas pipeline 
and the Interprovincial-Lakehead crude oil pipe- 


line. 


In searching for the most economic route 
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through this region we have considered three possi- 


bilities as depicted on the Route Map (page A-1): 


Distance 
Route A - All-Canadian 
(via Trans-Canada route) 2,100 miles 
Route B - Joint Canada-US 
(via Sault Ste. Marie) 2,060 miles 
Route C - Joint Canada-US 
(via Lakehead route) 2,245 miles 


We believe these routes to be the most 
feasible from a new pipeline system from Edmonton 
TO Montreal. The economic choice of these three 
is used as a basis for comparing the economics of 
a new direct system and the expanded Interpro- 
vincial system, 

Basis of Route Comparisons: In develop- 
ing the capital costs for the three routes, we used 
certain design criteria and assumptions, 

We have compared Routes A, B and C on 
the same volume and line size basis: an average 
volume of 255,000 barrels a day and a line size 
of 30-inch diameter pipe. 

It has been assumed that all crude oil 
for Montreal would start through the system at 
Edmonton and that it would be received directly 
from the pipeline by the Montreal refineries. 

We have not provided a significant amount of 
storage capacity at Montreal, since we understand 
that the present practice of the refineries is to 


take crude oil on a direct delivery basis from the 
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Portland-Montreal pipeline. 

We have no Specific crude in mind, but 
for design purposes we have assumed that it would 
have characteristics similar to those for Red- 
water crude; a viscosity of 25 centistokes at the 
assumed 30°F pipeline flow temperature, and a 
specific gravity of 0.85. 

Allowable pipe pressures are based on an 
allowable fibre stress of 65 per cent of the 
minimum yield, which is our normal design practice. 

Capital Costs of the Three Routes: On 
the basis of a pipeline system with an average 


volume of 255,000 barrels per day, we have esti- 


mated the total costs for all three routes -- A, 
Beana -C. Our estimates are presented in Table l, 
page A-3. They show that Route A would cost 


approximately $395 million, Route B $345 million, 
and Route C $368 million. 

These estimates are based on June 1958 
Canadian and United States prices for materials 
and permanent equipment. It is anticipated that 
for pipeline sections lying in Canada, all major 
items of permanent material and equipment would be 
of Canadian manufacture. If Canadian pipe 
mills coulda noo supply the pull mainiine pipe -re- 
quirements, we have assumed that United States 
manufacturers would deliver their pive in Canada 


at a price equivalent to what the price would have 
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been from Canadian mills. 

Our estimates of pipeline installation 
costs are based on firsthand knowledge of our 
pipeline organization covering the areas traversed 
by the three routes. Over the past several years, 
our people have evaluated construction problems 
and costs along each of these routes, either as 
part of their work on actual construction projects 
or through route reconnaissance surveys. 

All applicable Dominion, Provincial and 
United States taxes have been included, as have 
adequate allowances for contingencies, corporate 
organization, interest during construction, and 
financing expense. 

The financing of funds required was 
assumed to be on the basis of 75 per cent debt 
and 25 per cent equity, the funded debt bearing an 
average annual interest rate of 5 per cent. It 
was further assumed that the financing plan would 
make the funds required available in Canadian 
and U.S. currencies without incurring financial 
penalty on exchange rates. 

Operating Costs of the Three Routes: 

To transport an average volume of 255,000 barrels 
per day through pipeline systems built along the 
three routes considered would require the 


following estimated annual revenue: 
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Route A ar 6; 130; COO 
Route B $ 68,801,000 
Route C $ 73,352,000 


As Table 2, page A-4, shows, this would mean a 
unit transportation cost of 83.9 cents a barrel 
for Route’ A, 73.9 cents for Route B, and 78.8 
cents for Route C. These costs are for first 
year operations and are based on operational items 


and cost factors as defined below: 


Ander Cindy etek sities 
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ANGUS, STONEHOUSE a co, ito. 

Volumes Delivered - - Average volumes de- 
livered are based on a load factor of 85 percent 
of the design volume. 

Cost of Plant - - This is the capital cost 
of the entire system, 

Annual Transportation Costs - - 

(a) Operation: the cost of pipeline and pump 
station direct expenses, plus the cost of 
power or fuel; also included ts the cost 
of administration and overhead, which is 
based on a fixed allowance, plus 50 per- 
eent ‘of the cost of ‘pipeline and pump 
Station direct expenses; 

(b) Depreciation: calculated on the straight- 
line method at 3-1/2 per cent per year 
(28.6 years); 

(c) Amortization of Financing Expense: cal- 
culated on the straight-line method at 
4 per cent per year (25 years); 

(d) Interest: computed at the rate of 5 per 
cent on the funded debt; 

(e) General Taxes: property taxes applicable 
to pipelines, assumed to be 1 percent of 
the capital investment; 

(f) Income Taxes: based on a rate of 47 per 
eent of taxable income. For routes lying 
partly in the United States, it is assumed 


that no U.S. income tax will be paid on 
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operations over the pipeline sections invol- 

ved, as the crude oil destined for Montreal 

would be "in bond" and not available for 
sale or delivery within the United States; 
(g) Net Income: based on a return of 5 per 

Cent Ton cose or plants 

ny Unit Cost of Transportation - - The average 
annual cost of transporting one’ barrel of crude 
ope 

selection of the Most Economic Route: 

Based on our analysis, Route B (joint Canada-US via 
Sault Ste. Marie) is the economic choice of the 
three routes/~considered for moving erude ofl from 
Edmonton directly to Montreal by’ a new pipeline. 

It has lower capital costs and lower transportation 
eosts than either Route A or Route C. 

Possible Method #2: An Expanded Inter- 
provincial-Lakehead System: To describe an alternate 
method based on an expansion of the existing Inter- 
provincial-Lakehead (referred to in this submission 
as the "Interprovincial" system) system is not a 
simple task, The existing system is a complex one, 
with multiple receiving and delivery points, and yet 
its development as an alternate method must be dis- 
cussed in a manner that permits a fair comparison 
with a new direct system. To do this we must first 
fook"at the operation of the existing, facilities’. 


after that, the changes that would have to be made 


apowit enbreded: 


é Esordnett aot osagseab 


iit sfaeceave Poop Re vi 
fis 


peaseds Bott! act niet wernten a 
eG Ye Herd or a fed hesad sonont & 
| - fapia Xe aee0 osm. : i 
gsayors of? ="+ gold atraqemat te. teed hat 


nieces ia ; 
givmmo Yo Lares ond Baten soqanstd 6. sa0e: feurices TP | 


me | 


The a 


istvoh Simeon Feo ped Bo MoL toaise 


vic r =o 
Bw t ve $32) 


3 eaten tae oN Fa 2. 4 a aS “a . i : ‘a | _ af 
~—Spene thier? A sivan SA OLEEOS sai no 59¢s 3 7 
aid t6 Sheds ainehwos add eh (siaex 93%: sauna | 


. = - 
roy? ito sigts anim See. betteb Lenco $99 0% ‘sega 


-vintiagiq wea A Ga heoetao ag éixoueas ‘pod nomba 
Hold ad togenatd "hed ‘Nes stu istigas mean £ esd at 
id eda «tA etued nade ke sents atdoa —_— 
pebeisaeh a #1) bend ot sidtenot: nk “al 
‘STaintecdic, is idthignet rs ‘se ave besdosad=Latontyoid | 
wink onlveime of to nobaitequs 8 fo beaes hotton | 
eGAS el oor psaetes) besasiegetstontvorg 
om ed avian f me dee ti8e) sn voxqusdnt" Hd ge 
(edo Kevamoy 2» ‘se notove giitetas sift | ast sfqmbe 
VAN Sem wihesq Wool Lae brs vat ‘eiqrs Lom ctw 


re ; 
‘wath oo Fete Herta « iabIst Hs 6 an wage Lovab at 
ay 
roa bread o tet eS ed biteag sects weenunes ass goneue | 
6) Sat on aidd ob. oD) | amatene PORREDY went ry ae 


civeietiiser puta gixo. drt “to ‘heh seioes ea tseeh | 


at = J , 
. a je he 7 


(See 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


for the system to carry the desired average volumes 
to Montreal can be discussed, 

We have made an engineering analysis of 
the Interprovincial system, While the information 
and time available for this were somewhat restricted, 
we do not think a more detailed analysis would signi- 
ficantly change the results. For our sana lysts, Le 
has been necessary for us to make certain assumptions 
concerning Interprovincial's operating program, and 
to use generally-available information about its 
system. We believe our findings are representative 
of present operations. 

1958 Facilities and Sources of Crude Oil: 
The faciiities of the Interprovincial system as it 
will be after completion of the announced 1958 ex- 
pansion program are detailed in Table 3, page a-5. 
The table also sets forth the corresponding system 
Gapabilaties for those facilities. 

To supply the estimated design volume 
for the Interprovincial system, we have assumed 
that erude oi] will enter the pipeline system at 
Edmonton, Regina and Cromer, as is now the case. 
Table 4, page A-6, lists the supply points and the 
volumes that will enter at those points. 

Pipeline Demand in Areas Now Being Served: 
Interprovineial and Lakehead now deliver crude oil 
at about a dozen. Or more. points slong wheir pipe line, 


most of it directly to refineries. There “are 
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fluctuations in delivery volume, as well as varia- 
tions in the type of crude delivered. 

In the absence of our own specific survey 
of refinery requirements, we have based our estimates 
on published information concerning the projected 
1900 capacity of the refinery areas now being 
served. 

The basic refinery demand assumptions under- 
lying the estimated maximum volumes of crude oil to 
be transported, as summarized in Table 4, are: 

a) 100 per cent of the full capabilities of 
the refineries now being served between 
Edmonton and Bay City; 

b) 90 per cent of the full capabilities of 

the refineries now being served in the Sarnia 

and Toronto areas plus an allowance to meet 

the demands of Toronto refinery expansions 
now in the planning stage. 

We believe our estimated total volume re- 
presents a conservative figure for design purposes: 

a maximum daily delivery requirement of 413,000 
barrels to be met by the Interprovincial system in 
serving its present market areas. 

Reserve Capacity in the Present System: 

We have estimated both the daily delivery capabilities 
of the Interprovincial system after completion of the 
1958 expansion program and the daily delivery re- 


quirements of the refineries now served. The 
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errata 
differences between capabilities and requirements 
indicate the reserve capacities available for in- 
creases in design volume, These figures, which 


are detailed in Table 4, page s-6, may be 


summarized as follows: 


Barrels per Day, by Pipeline Section 


Daily Delivery Daily Delivery Reserve 


ripeline section Capabilities Requirements Capacity 


Edmont on-Regina 275, 000 263, 000 12,000 
Regina-Cromer 379,000 234,000 145,000 
Cromer-Gretna 379, 000 354,000 25 ,000 
Gretna-Clearbrook S5e ; 000 321,000 31,000 
Clearbrook-Superior 345,000 213, Oe 70,000 
Superior-Sarnia 201, 000 248 , 000 13,000 
Sarnia-Port Credit 109, 000 104, 000 OOO 


To place the expanded Interprovincial system 


on a comparable basis with a new direct system, 


have excluded existing gathsring facilities. 


Til. ANALYSIS OF A 


OVER ROUTE B: 


Having determined that Route B, 


jJeint Canada-US route via Sault Ste. Marie, 


economic choice, we then analyzed for this route 


we 


NEW DIRECT PIPELINE SYSTEM 


the 


is the 


only the cost of transporting various average volumes 


em crude oil) from Edmonton to’ Montreal, A 


Paley 


wide range of average volumes had to be analyzed, 


both because we do not have a detailed knowledge of 


the refining and marketing plans of the Montreal re- 


fineries and because we wished to present a compre-~ 
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hensive report. The actual deliveries considered, 
and the design capacities needed to supply those 


deliveries, are as follows in barrels per day: 


Average Volume Design Volume 
(Basis for Transportation Cost ) (Basis for Design) 

42,500 B/D 50,000 B/D 
65,000 100, 000 

12 (5D Oe 150, 000 

170, 000 200, 000 

fhe yCU 250,000 

255 , 000 300, 000 


Optimum Line Size to Meet Montreal Opera- 
tional Requirements: The selection of the 
optimum line size for transporting a particular 
average volume of crude oil was determined by an 
analysis of the capital costs and transportation 
costs for varying diameters of pipe and the volumes 
to be transported. Vable.5,; page A=-/, presents 
for Route B the estimated capital cost and unit 
transportation cost for the optimum line size for 
the range of volumes considered. These figures 


are summarized as follows: 
Estimated Cost 


average Volume Pipe Diameter Total Transportation 
85,000 B/D 20-inch $221..755,000) 1$1 .390/bb1 
2, , 500 24 258,402,000 1.079 

170, 000 26 287,138,000 0.904 

Cs 018) 30 326,503 5000: “O70 15 


255,000 30 20 610,000  0:739 
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IV. ANALYSIS OF THE EXPANDED INTERPROVINCIAL 
SYSTEM. Adlocation “of txisting System Cost 
Between. Existing Demand and Mcntreal Demand. 

The existing Intcrprovincial system, as 
it will be after completion of the 1958 expansion 
program, has some reserve capacity as we have already 
discussed. If the average daily delivery rate for 
the system rises because additional volumes are carried 
for delivery to Montreal, the existing reserve capacity 
will be used to an extent depending on the volume of 
the Montreal deliveries. In determining the capital 
eost of Tacilities for providing deliverics to 
Montreal therefore, it is only, ‘equitable (To in¢lude 
some proportionate share of the capital costs of the 
existing facilities, 

To do this, we have first allocated main- 
line plant cost between existing demands and reserve 
capacity on a "barrel-mile" basis. We have then 
made a second allocation of the reserve capacity 
cost to the new loads required by Montreal deliveries 
on the basis of how much reserve capacity is utilized, 
This approach results in the following percentages 
and amounts of the 1958 Interprovincial plant being 
chargeable to the Montreal deliveries (see Table 6, 


page A-8): 


; 
a I 7 | ag we = 
i Glae SAG - PET “OF 
ede ar 7 i ‘ _ = 


et fron lyorgs radeal a a ; 


i Lar 


. nokeqaaes LY 40 ods skanoe: wots wd 


Vososis avVARO 9 OH 4s LOgRS Tasyt wonton 4 SO 


aq 


Sy 


To S68 wHah vastiioh elt bananas 8 AF 5T 288406 of 


) botetsa acs acousoy isrertthee pauaded poet modaica sat | 


Putigages afijeort ani@atue oid a ay too! ot ‘yteutioh wo? 
h | j * 


ic mio, fe wo colbteyob taseak te eo healt go teh he. 


7 ao) 


fatiges ait a Labere. 9 Gl 28 ae x9 ~whkes Laas etaoM ont 


ie 


in of sefisvitor anbshveng a8 ashe Bhton’y~:20 geoo 


} Hulse eee, sf GP: OTe TENS f823t000M | 


1 30 ede0g Lat tap ha 1 hai Bate wohyaaaens mee 


en 


areittonts oitietes 7 


’ ) a ? 9 ay ci aes ; 2 abe a he ai 4. ¥R ; a by e =f f 4 eb 3 7 
‘i , ‘ ai: : : 
R k 


1, USeOot Rs vOidtiam pohielie Hegmeus fae coela enkt 
’ ° .~ . : a 
AG. 6183949. “Late totes & oo yiioseso 5 


; CI GRGSo oOVIGGeT Oe To @higsoolin brocee: @ sbaw 
‘ha: 4 : \ : 7 


' 
i 
i 
i 
i 
} 


§ 


‘ ‘ . ' 
i Se ktetivo:. Lassive! wo bosbepes, sheet wan sdf oF FBS 
PAPORLL ES Al VAIS OGIA eT aS Tee Wor lo -a} ead ont ao 
) eee ow re , “y f ia “ - > Ys. ¥ og bs * . . 
eoniiaveieG aclyokiet ad ot athumet diposgge, ee, 
Pu 
Bie Gort: SA pee 6 Pe Pane ny MOL. 3 ‘. 
OES! 5 MERE OAC SY Des ree ek a woe » aes ; _ernuaMms bas 
j _— *)- 


(2 Sdeta26) gurtavbtoh De biel wad. 199 aidgag 


7400 


Montreal Deliverics Pereent of 

(Average Volumes) 1958 System Cost Value 
42,500 B/D my $22,000,000 
85 ,000 LO. 2 $27 ,000 , 000 
127 ,500 Tao $31,000, 000 


(and over) 


Restatement of Facilities Needed to 


Expand the Interprovincial System: 


It has already been brought out that if the 


Interprovincial system is to transport crude oil 


to Montreal it will need a new pipeline section 


covering the 345 miles between Toronto and Montreal, 


as well as some pipeline loops and additional 


pumping horsepower in its present system. Table/7, 


page A-9, summarizes the facilities we believe to 


be needed to meet Montreal requirements. Table oa, 


page A-10, shows the estimated cost of adding the 


various facilities for transporting any of the 


volumes considered, plus the prorated portions of 


the existing system. Summarized, 


Average Volume Total 

42,500 B/D $ 55,582,000 
85,000 105 , 923 , 000 
427 , 500 181,265 , 000 
170, 000 235,741,000 
Zio e300 272,106,000 
255 , 000 321,022 ,000 


and Montreal Volumes: 


Transportation Cost for 


these costs are: 


Total less prorated 
share of existing sys- 


tem: New Capital Required 


$ 33,582,000 
79,928 ,000 
150,265 ,000 
204 741,000 
241,106,000 
290,022,000 


Existing Volumes 


After analyzing the 


consolidated statements of the Interprovincial 


system, we have developed what we believe to be 
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a realistic cost for transporting crude oil from 
Edmonton to Montreal, Ourestimates are on the same 
basis as those for the new direct pipeline system 
via Route B, and include provision for a 5 per cent 
return on the estimated plant cost for the facilities 
required for transporting Montreal deliveries, 

Table 9, page A-1l1, shows the cost of transportation 
for each of the average volumes investigated, The 


findings are summarized as follows: 


Average Volume Transportation Cost 
42,500 B/D $0.680/bb1. 

85 ,000 0,666 

be 7500 0,760 

170,000 ep gly | 

@lz 500 0,694 

255 ,000 0,691 


V. ECONOMIC COMPARISON OF THE TWO SYSTEMS: 
NEW DIRECT SYSTEM VS EXPANDED INTERPROVINCIAL SYSTEM, 

On Figure 1, Page A-2, we present a 
graphic comparison of two alternate systems for 
transporting crude oil from Edmonton to Montreal 
-- one consisting of a new direct system via a joint 
Canada-US route through Sault Ste. Marie (Route B), 
and the other consisting of the Interprovincial 
system as expanded to handle Montreal deliveries. 
For both systems, Figure 1 shows the variation 
in unit transportation costs for alternate average 
volumes and pipe diameters. It indicates the most 
attractive pipeline size for any average volume, 
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presentation of the capital requirements, operating 
costs, and unit transportation charges for both 


systems, all shown for purposes of comparison: 


(See Next Page for Table) 
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It should be stressed, as we have already 
mentioned in this submission, that the bases used 
to formulate the cost analysis for both systems 
are identical and have been applied in the same 
manner, 

be CONCLUSIONS. If Alberta crude 


Oil is to be brought in by pipeline to supply the 


needs or une Montreal market ,;we have reached the 
following conclusions: 
oe From an engineering standpoint there are 
no insurmountable problems involved in the 
construction or operation of an oil pipeline 


from Edmonton to Montreal. 


ag If an entirely new pipeline system is to be 
built, the most economical route parallels the 
Interprovincial line to Superior and thence 


goes eastward through Sault Ste. Marie directly 


to Montreal. 

Bo For the movement of average daily volumes of 
erude oil up to 300,000 barrels, transportation 
by an expanded Interprovincial system has an 


economic advantage over a new direct pipeline 


system. Based on the conditions and assumptions 
outlined in the report at an average daily volume 
of 250,000 barrels, the cost of transportation in 
a new direct pipeline will be 73.9 cenvs per 
barrel and 69.1 cents per barrel through the 


expanded Interprovincial system, At lesser 


volumes the cconomic advantage is even greater, 
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4, Construction of an entirely new pipeline system 
or a major expansion of the Interprovincial 
system would, in our opinion, require two 
construction seasons for completion. 

THE CHAIRMAN: Thank you very much, 

Mie Slatin, 

I am sure that there willbe some questions 
which counsel will wish to ask you and your colleagues, 
so I think we should adjourn for lunch and re- 
assemble here in this room at two-fifteen in the 
afternoon, 


~--Whereupon the proceedings adjourned at 12.30 p.m, 
to resume at. 2,15 p.m. 
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--- On resuming at 2.15 p.m. 


THE CHAIRMAN: The Commission will now 


resume its hearings. Mey Patwii1o7 


MR, PATTIELO: Thank you, Mr. Chairman, 
Mr. Blair, you have had an opportunity to study what I 
would call the first engineering report of Dutton- 
Williams, prepared by that company for the Home 
Oil Company and presented to the Commission by 
the Home Oil Company in Calgary in May last? 

MR. BLAIR: Yes, sir, 

MR. PATTILLO: Now, as L understand iv, 
your company has decided from its survey and study 
that the route suggested by Dutton-Williams in that 
report, of the line parallel to the Interprovincial 
line to Superior and thence in a straight line to 
the Sault and to Montreal, is the most economic route 
to follow if one is going to build an entirely new 
Line? 

MR. BLAIR: Yes. Our survey is based 
on our own data, that is our own examination, In 
general it is the same route. 

MR. PaTTILLO: The size of the pipe that 
you are suggesting, or one of the sizes at least, 
the 30-inch size, is the same size as Dutton- 
Williams in that report suggested. 

MR. BLAIR: Yes, that is right. 

MR. PATTILLO: Now, I think that it would 


be of real assistance to this Commission if we could 
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look at that study of Dutton-Williams and compare it 
to your study of the same or a similar route and 
see wherein the differences lie. You come up with a 


tariff of 74 point some:cents, and what they said was 


a suggested tariff, I think, of 54 cents. First 
of all, as I understand it, your calculations as 
to the cost of the project, the capital cost, do 
not vary greatly from the figures that Dutton- 
Williams came up with, Is that correct? 

MR. BLAIR: I believe that is correct. 

MR, PATTILLO: Can you tell me from your 
Study what is the difference? 

MR, BLAIR: In“capltaliicos.? 

Mi PAPCPELOs? Yes. 

MR, BLAIR: I believe, in comparing the 
two there are pluses and minuses that correspond to 
the different variables but that the actual difference 
in capital cost is negligible. 

MR, PATTILLO: You would say it is in the 
difference you might reasonably expect from two 
competent groups bidding on a job? 

MR, BLAIR: Wesr 

MR, PATTILLO: And estimating what it would 
cost? 

MR, BLAIR: ves’, 

MR, PATTILLO: Now then, let us see wherein 
the differences lie as to the approach to operating 


revenue needed. You advised that the capital would 
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be obtained by borrowing 75 per cent and by having 
an equity investment of 25 per cent? 

MR, BLAIR: That. £8 correct: 

MR. PATTILLO: Whereas I think Dutton- 
Williams used an 85 per cent borrowing and a 15 
per cent equity? 

MR. BLAIR: iL Délleve’ tat ts7 so, 

MR, PATTILLO: Would you explain why you 
people, in using your best judgment, preferred to 
approach it from 75/25 rather than 85/15? 

MR, BLAIR: The 75/25 that we have used 
is following the history, the pattern, that is 
common to Canadian pipelines of this type. Would 
you like Mr. Bridges to amplify that, if he would? 

MR. BRIDGES: I think that what you said 
is correct as to the reason why we used 75/25. It 
is obvious that in financing it is possible to have 
a greater amount of equity or a lesser amount, de- 
pending upon how the underwriters believe they will 
be able to sell the issue. In our case, we thought 
that the more normal, the more usual, ratio was 75/ 
2), and that is the ratio which we nave normally used 
in making similar studies. 

MER. PATPTILLO: Right. Then I am right in 
thinking that you envisage that this line and any 
Similar line can only be expected to work, looking 
at it practically, at 85 per cent efficiency rather 


than 100 per cent? 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


MR, BLAIR: 85 per cent load factor. 

MR, PATTILLO: 85 per cent load factor? 

MR, BLAIR: Tiatos Correct, That is 
our best judgment of what might be expected of a 
Jinevot that Kind; 

MR, PATTILLO: Whereas in the Dutton- 
Williams figures the figure of 100 per cent for 
theoretical load factor was used? 

MR, BbLaiR: Mat tS correct, Possibly 
Lr ecoula amplity That aia tule meat 2uswould perort 
help, in this way. Our data refer to 

cost of service. it is net intended. to be 

read as tariff. It is a cost of service. secondly, 
as I understand the Dutton-Williams report, there it 
is also one of transport, costs, again mot a taritr. 
Now, it is our judgment that, in arriving at cost 
of service,provision must be made for the load 
factor on the line and, as I mentioned, it is our 
best judgment that that should be 85 per cent, and 
that provision should also be made, or must also be 
made, to make it realistic, Tor the interest son 


the investment, the return on the investment. 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO TH i O 


itoivmayy justepossibiy helpe gusteto 
give an illustration, as mentioned in the covering 
letter the difference at this throughput between 
the load factor of 85 per cent and 100 per cent is 
some 10 cents per barrel and the dropping off of 
interest from 5 per cent to 3 per cent is 7 cents 
for each one, that is 14 cents so there is a total 
difference accounted for there of 24 cents. I would 
also like to add, if I may, just to make a correla- 
tion of the two reports more clear that in the 
Dutton-Williams report they mention in arriving 
at a tariff certain other factors which should 
be taken into account, they have not been up to 
thatepointiin arriving at their figure buroin this 
they mention load factor and other usual operating 
conditions. 


MR. PATTILLO: Well now, may I just 


approaches to a common denominator if I can. Did 
you find in working out your estimate as to opera- 
tion costs that there was any great discrepancy 
between the figures that you came up with and the 
figures that Dutton-Williams came up with? I am 
looking at your page 7 of your report and I have 
dealt now with the two items, Nos. 1 and 2 and I 


am proposing to try and go down this so we will 


have them, 


continue on a little further trying to reduce both 
MR, BLAIR: My associate just pointed 
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ANGUS, STONEHOUSE & CO. LTD. (Go 
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out in our report we used 2.11 per cent of the cost 
of the plant whereas in the Dutton-Williams report 
they use 1.36 per cent. 

MR. PATTILLO: Now, would you or your 
associate care to develop why you prefer one figure 
CO nie “Orner? 

MR, LYNCH: tT thinks tirst: or salivese 
I am sure, you are referring to item 3(a), Operation? 

MR. EATTULLOS That is ricnc. 

MR. LYNCH: And we find Operation on 
page 7 expressing our total costs estimate we ex- 
press it as a percent ofthetotal cost of the plant, 
that is equal to approximately 2.1 percent. In our 
reconciliation with the Dutton-Williams report 
expressing their total estimate of cost of operation 
as a percent to their total cost it is 1.3 percent. 

MR, PATTILLO: Well now, can you explain 
tO me where the difference arises, in the base or 
where does the difference arise? 

MRA, GYNCH3>” TI think 267 iiesr in emer: 
estimate of the cost of maintaining the pipeline. 

I do not know the basis for their estimate but it 
lics in the cost of the maintenance of the pipeline, 
that is pipeline control and repairs and I believe 
our costs on the operation of pumpingstations 


are essentially equal. 


MR, PATTILLO: So when you are talking 


—____ about maintenance of the pipelineyou are talking 
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about airway patrols, the ground patrols and that 
sort of thing? 

MR, LYNCH: Yes, and I am continuing, 
if I may, the cost of administration and overhead, 
that 18 matin orifice, the division office of the 
pipeline. I daresay there could be considerable 
difference in the estimate of cost in performing 
that work, 

MR PATTILLO: And can you help us 
there, are your figures or estimates on that based 
on your actual experience as to what it costs to 
operate lines of this nature in Canada? 

MR, LYNCH: It is not based on -- it is 
our knowledge of the costs, we do not operate a 
pipeline. 

MR. PATTILLO: No, I know you do not but 
you do have ways of finding out? 

MR, LYNCH: Oh, yes. 

MR, PATT IDLO: Now, is there anything 
further you would like to say about the difference 
in the approach to the operation figures? 

MR, LYNCH: No> LUGghink thal covers. 14. 

MR, PATTILLO: Now, may I direct you vo 
the item of depreciation: I see that you do employ 
the straight line method at an annual rate of 3 1/2 per 
cent and how does that compare with the method Dutton- 
Williams were using? 


MR, BLAIR: I would ask Mr. Bridges to talk 
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ANGUS, STONEHOUSE & CO. LTD. 7413 
about depreciation. 

MR, BRIDGES: I do not know about Dutton- 
Williams. 

MR, BLAIR: Well, would you explain 
depreciation? 

MR. BRIDGES: I understand they likewise 
used the same rate of depreciation, however I gather 
they use some accelerated depreciation including 
income tax and our computation we used some big 
figure without income tax. 

MR, PATTILLO: I was going to come to that 
later, but I am glad to have that distinction. So, 
in effect and by the computation of the accelerated 
depreciation in the early days tney would have to 
have for book purposes to bring this into comparable 

position with that they would have to use deferred 
income tax to really bring the picture in the same 
light as yours? 

MR, BRIDGES: That is right.If we were 
operating a pipeline we would do it that way but 
in presenting a yardstick we give the figure as we 
have, 

MR, PATTILLO: Now, let us look at the 
amortization and the financing expenses, I see you 
have employed the straight line method again at 
4 per cent, what approach did Dutton-Williams have? 
MR, LYNCH: To the best of my knowledge of 


their figures they used the same. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


reas 


MR, PATTILLO: The same? 
MR, LYNCH: Yes, 
MRe PAT ELLs In the matter of interest 


you computed at the rate of 5 per cent on the 


funded debt and what did they use? 

MR. LYNCH: They used the annual rate 
of interest 5 1/4 per cent of 85 per cent of the 
cost of the plant. 


MR, PATTILLO: I am not sure I clearly 


understood you at the last. 

MR. LYNCH: 5 1/4 per cent, that is 
their Pate of interest on the funded debt. 

MR, PATTILLO: That would be 5 1/4 per 


cent of 85 per cent of the capital cost as opposed 


to your 5 per cent on 75 per cent? 

MRL LYNCH: That is rienc. 

MR, PATTILLO: General taxes, you make 
an assumption as 1 per cent of the capital invest- 
ment would cover that, did Dutton-Williams make a 
Similar assumption? 

MR. LYNCH: They made a similar assumption, 

MR, PATTILLO: Then, I come to the ques- 
tion of income tax, did they make the same assumption 
that you made, namely that there be no U.S. income 
tax because of the fact it is going through in bond 


and the rate of per cent would be 47 per cent. 
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MR. LYNCH: I am not quite sure exactly 
that I followed their calculations as I studied 
their report, but I believe it iS the income tax for 
the operations in the United States on the basis 
of 52 per cent United States tax plus a tax to the 
states through which they pass. 

UR PATT TOL: So there is a differential 
between you and them on that item? 

MR. LYNCH: Ys, I would like to make 
clear a point. Mayoe it 1s 4 definition of a 
term, but we pay Canadian tax on all of the taxable 
income of the system. We pay no tax in the 
United States. 

Mi. PATPLGLLO: This net income, as I 
understand it, you have based this on a return of 
a per, cent Gh cost of plant, Let me see that 
I clearly follow this thing. When you have 
found out from the previous calculation what your 
gross income is going to be -- not your gross in- 
come but what your cost of the plant is going 
to be, and then you have found out what your 
items of expense are going to be, you have said, 
"All right, on top of those we assume that the 
equity holders should receive a return of 5 per 
cent on the plant, by way of net income"? 

MR. BRIDGES: That is what the Corpora- 
tion itself should receive, 5 per cent of the plant, 


which it would use for expansion purposes. 
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Me Pele EEO: oO tr L wane vO find “out 
what gross revenue I need to have, I take my ex- 
penses which are listed under item 3 down to 
item (g) and then I take 5 per cent of my invest- 
ment, add the two together, and say now I have 
got to get that annual revenue? 

MR, BRIDGES: Not quite. You take it 
down to (e) and you find what you would need after 
(e), and then add your 5 per cent to give you that 
figure, 

MR PALL LL. What corresponding item 
did Dutton-Williams use there? 

MR. BLAIR: We think it was on the same 
basis, but it was 3 per cent instead’ of 5 per cent. 

My PATE GOs And that is where you 
make your comparison of the 14 cents? 

MR. BLAIR: Theat 2.5 COPrec., 

MR. PATTILLO: Now, I think that en- 
ables us to compare the two reports of that 30- 
inch line through the Sault, 

Now, can I ask you a few questions 
about your approach to the expansion of the Inter- 
provincial line? As I follow it, you reached 
the conclusion that, as an approach on pure 
economics, the cheapest method to employ would 
be to expand the Interprovincial line? 

MR, BLAIR: For the present, at least, 


and through the range that we have used in our --- 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


MR, PATTILLO: Which is up to 300,000 
barrels a day into Montreal? 

MR. BLAIR: Tha 18) COrrecu, 

MR PATTY ILLO: Now, can you give me any 
idea as to what requirement there would have to be 
for the Montreal market before that differential 
in favour of expansion of the Interprovincial line 
would cease to exist? 

MR. BRIDGES: At volumes in excess of 
250,000 barrels, the cost of the two lines is 
very close, At some point -- and this would 
involve the question where new looping came in -- 
it is very likely that the 30-inch line might be 
lower than the expanded Interprovincial system. 

A little further on it may be that the lines would 
@eain Cross, but for all practical purposes: iv is 
our opinion that for 300,000 barrels and over they 
are of the same order and magnitude, 

ih Wap a2 yt Li IS Let me ask you this 
questions From your studies anak: whole problem, 
as I understand it, if you owned all the refineries 
in Montreal and you were faced with the problem 
of bringing oil from Edmonton to Montreal and you 
wanted to do it at the least cost, which method 
would you employ? 

MR. BRIDGES: If I were faced with the 
problem today or within the foreseeable future, I 


would use the expanded Interprovincial system. If, 
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at some time in the future, the problem arose and 
the volume to the Montreal market was substantially 
higher than it is now, it would be a very close 
choice and would require to be studied at that time. 

Mi. JPATTILLO: But if you were trying to 
make a decision in the next six months as to which way 
you were going to proceed, as I understand it, you 
would proceed by way --- 

MR. BRIDGES: I should qualify what I 
said. If I were looking solely at the most 
economical way of transporting the o11, possibly 
there are factors which would come into it -- 
Interprovincial would agree, and things of that 
NSETUre < 

MR. PATTILLO: L am Looking atv Lt. from 
the cheapest method. 

MR. BRIDGES: Vos. 

MR, PATPIEEO: Now, when you are looking 
at the figures you have come up with here for the 
expanded Interprovincial system, are we able to 
make the same deductions there, that is the 10 
cents and the 14 cents, as you make when you are 
considering the entire new line? 

MR. BRIDGES: The answer is Yes, but 
they would not be exactly the same amounts. The 
money is less, so instead of being 10 cents it 
may be 9-plus cents, but the same principle is 


applied. 
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MR, PATTILLO: Now, Mr, Blair, would 
someone in your group answer this for me. Your 
studies are based on the 30-inch line, and Dutton- 
Williams have come in recently, as you know, pro- 
posing that there be a 36-inch line to Superior 
and the 34-inch line from there to Montreal. 

Now, first of all, do you know whether 
the steel mills in Canada at the present time can 
roll the necessary steel for a pipe of a diameter 


greater than 30-inch? 
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MR. BLAIR: It is my belief they are 
not in a position to roll at present but they 
could be fully equipped. 

MR, PATTILLO: At the present time they 
are equipped to roll 30? 

MR. BLAIR: 30-inch. Might Lo just 
eheck that question? Just to complete the statement, 
Mr, Pattillo, if they had the plate they are 
apparently in a position to make the 36-inch. Up 
Until now, the! mill. Lsmmotidn a position, to rol. 
the plate of adequate width to make that pipe. 

NAS PATTILLO: The pipe mills ‘can make 
36-inch but they cannot get the necessary steel. 

MR BLAIR: the necessary plave vo 
FOI, 

MR. PATTILLO: (Now the next thing what is 
the advantage or disadvantage of putting the larger 
diameter pipe? Let us assume that we were going 
to build an entirely new line and that we were 
going to follow the route that you say is the 
most economic, and that Dutton-Williams also says 
nis ee economic’, What is the advantage or dis- 
advantage of using 30-inch as opposed to the sizes 
which they now recommend of 36-inch and 34-inch? 

MR, BLAIR: In our study we have con- 
Sidered guite a wide range of pipe sizes and in 
the study concluded relatively high throughputs. 


We felt thoughtthat this report to the Commission 
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would be most realistic if we kept it in the same 
order of throughput as seemed possible for the 
Montreal market to absorb at this time, For 
that throughput the most economic pipe size dia- 
meter is 30-inches. 

MiperatTinboO: winsother words, “Lf you 
want to operate your line with the greatest max- 
imum efficiency you want to have 85 per cent 
load in there and that is about what you figure 
you could get with the 30-inch. If you had a 
bigger line you would have a lot of unused capacity. 
Is that right? 

MR. BLAIR: The difficulty in obtaining 
a load factor is these other variables, those that 
take place both in the steel, gathering and batching, 
ete., and those that take place in the refinery in 
getting continuous operation. There are difficulties 
there and the history of pipelines carrying a service 
similar to this is that they have loads to the 85 
per’ cent load factor. 

MR, PATTILLO: What I am trying to get at 
is: Sit yousbullt-thesclarger’ Line you. wouldshave a 
period where you had unused capacity of the line 
for a substantial time? 

MR, BLarIR: Thatsis correc ty 

MR, PATTILLO: And you would be getting no 
returnet rom ts 


MAS BiadRe That is correct. 
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MR, PATTILLO: Is it more desirable in 
Your experrence™ to build a idne’that in -thne First 


instance is closer to the demand that you may have 


for use of it and then, as the demand grows, in- 
crease your line by pumping’ and that sort of thing 
endytake™care of 1? Is that a more economic 

way than the idea of estimating far into the 

future as to what the possible demand will be ard 
then building your line once and for all to take 
care of thav? 

MR, BLAIR: I think the“major’“factc?3 
in arriving at such a determination are the approxi- 
mate size of the market at the inception and the 
rate of growth that is anticipated thereafter. 
Iftherev appears to be’ a likely big increase” in 


requirements we would design for a bigger line 


initially so long as we are not going to carry 
a lot of vacant capacity over the time. 

MRs -PATTILLO: Now then, your estimate 
as“to the cost of service are based» on ‘the first 
year of operation. As you have explained to 


us the factors that go into that figure as to 


the amount of annual revenue you need, because 
your interests requirements would be dropping, 
would be the highest. the very first year of the 
life of the scheme. Your annual income require- 
ments to continue to maintain the five per cent 


return would be dropping each year; would they 
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MR. BLAIR: Only by the amount of interest 
payment which is relatively small. 

MR. BRIDGES: We have estimated a return 
OL S3per cent on the original costs, and thevoricinal 
cost remains the same, The fact you said it would 
change would be the interest. As soon as there is 
reducing interest there would be reduction in 
operating costs resulting in transportation costs. 

MR, PATTILLO: (Li one is “looking <a tru, 
if one tried to do as Dutton-Williams did in theirs, 
saying: "Here is the average for five years. This 


tt 


is based on the fifth year: - - if you approach it 
from that point of view you would come up with an 
entirely different figure than the figure we have 

in here, 

MR. BRIDGES: Come up with a different 
figure. It would not be necessarily an entirely 
Gitteren: figure. As Mr. Blair explained on this 
curve each point is the most efficient pipe line 
to deliver that amount of oil. if we were designing 
apipe line which ultimately, Let us say, 2n three 
wears, OP five years, would deliver 255, 000sbarrels 
average per day we would adopt the 30-inch pipe- 
Line: The results would be in the early years 
Loeveost or transportation per Darrel would De 


high as you started in the minimum throughput and 


would decrease as the throughput went up. The 
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lesser interest paid would be very minor. 
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MR, PATTILLO: I think I understand. 

THE CHAIRMAN: While you are on that 
point -- and I hope this does not interfere with 
your train of thought -- I would like to ask Mr. 
Blair a question on the financial end. 

You speak of a 5 per cent return of 
cost of the Olan. I assume from your figures 
-- I want to get this straight in my mind -- I 
assume from your figures that if the cost is 
$400 million, taking round figures, the 75 per 
cent and the 25 -per cent equity gives you 
$330 million; so you get down to $100 million 
equity? 

MR, BLAIR: Yes. 

THE CHAIRMAN: And 1f you take a return 
of 5 per cent on the total cost of plant of $400 
million that gives you $20 million, which gives 
you 20 per cent on your equity after taxes? 

MR. BLAIR: That .is correct. 

THE CHAIRMAN: Is that correct? 

MR, BLAIR: Yes. 

THE CHAIRMAN: Did I understand that 
correctly? 

MR. BLAIR: Yes. 

THE CHAIRMAN: Ri Paenet.. 

MR... PATTILLO: T think, from what we 
got, Mr. Chairman, from Interprovincial when they 
were in Calgary, that is very much in line with 


the actual return that they earned? 
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MR, BLAIR: If Mr. Lynch were to give 
some returns at this point. 

MR, LYNCH: We have analysed certain 
erude oil transportation systems in the United 
States, which were presented at an Interstate 
Commerce Commission hearing, and those statistics 
were compiled from their reports, published in 
1957, which cover the operating year of 1956; and 
the per cent of net income in relation to the 
original cost of their plants of the following 
pipe lines are: 

Interstate Oil Pipeline Company - 6.7% 
The Lakehead Pipeline Company - 4.6% 
The Mid-Valley Pipeline Company - 6.5% 
The Platte Pipeline Company - 5.8% 


The Portland Pipe Line Cor- 
poration - 6.8% 


6.5% 


West Texas Gulf Pipeline Co, 


Now, the average of all those pipeline 
companies reporting to the Interstate Commerce 
Commission, representing approximately 143,000 
miles of pipe line, averaged 6.6 per cent. 

THE CHAIRMAN: Perhaps, however, there 
is the distinction in this instance that we have 
been told, as a Commission, that you can't thove 
oil from Western Canada to Montreal without some 
kind of government embargo, or quota system, and 


throughput agreements guaranteed by all the 
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refiners in Montreal, which gives it a complete 
monopoly of the Montreal market, and 250,000 barrels 
a day assured -- would you think that a 20 per cent 
return, on, the equity, or. per cent on the cost of 
plant, even although it is a little lower than those 
American companies, could be justified? 

Mite BREDGES: In making economic feasi- 
bility reports wei have, in practice;, felt that.if 
the figure showed a 5 per cent return on original 
cost of plant and if the owner is satisfied that 
the revenues would be there to pay off the yleld, 
the line is economically feasible. 

THE CHAIRMAN: it seems to me that a 
line is more than economically feasible under these 
conditions. 

MR, BRIDGES: Let us assume -- I don't 
want to argue the point -- but if there are 
governing guarantees of throughput and if the 
equity-holder were assured that, under no circum- 
stances, could those guarantees be changed I think 
you are guite correct; and that if the income, or 
guarantees, would continue for the entire period, 
beyond peradventure, I think it would be fair to 
get in both the senior money and the equity. We 
understand from those who are: making economic re- 
perce. that ,c.historically, a wreturn.of..his. orderm has 
been necessary to justify getting the equity. 


THE CHAIRMAN: Thank you. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Mee Pree LLuOs I don't think I have any 
further questions. 

THE CHAIRMAN: i hope I didn't antver- 
rup vo your LUrain OL thoucht.; 

MR, PATTILLO: No; I was just coming 
to an end, 

THE CHAIRMAN: Mr, Frawley? 


MR, FRAWLEY: But, Mir Blair, Lollow= 


ing up what the Chairman was discussing with you, 
this isn't going to, be that kind of pipe line, 

if the Federal Government of Canada put a quota 
against foreign oil coming into the Montreal 
market that will immediately, and automatically, 
assure the success of the pipe line, will it not? 

MR, BUA TR: May I commence to answer 
that by saying that we have made this whole study 
as a normal, commercial development. 

Now, the question of embargoes or 
quotas is something which, frankly, I am not at 
all familiar with -- as to the security which is 
given to those who advance the money for that 


length of time that the thing stays in force. 


eNO. ss supa 
THE CHAIRMAN: I don't think you should 
be called upon to give your opinion as to the 
financial success of a line under those conditions. 
MR. BLAIR: Thank you. 
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ANGUS, STONEHOUSE & CO. LTD. 7429 
TORONTO, ONTARIO 


sure that when you make the study on any subject 
it is very thoroughly done, I want to be clear 
that you were not taking into account -- that you 
didn't feel that you were taking into account the 
fact that this would be, as some people have 
called it in these proceedings, a combative 
market to this pipe line. 

MR, BLAIR: No; this is a straightfor- 
ward commercial development. 


MR. FRAWLEY: And it is because of that 


that you have come out with the 20 per cent on 
the equity investment? 

MR, BLAIR: Because the history of 
pipe lines is of the order of the conditions we 
have defined in our report. 

MR, FRAWLEY: In Calgary we were told 
that there were certain very well known economies 
in large diameter pipe line, and you would sub- 
scribe to that as a general proposition? 

MR. BLAIR: That is correct; when they 
are all operating. 


MR, FRAWLEY: if =-cand this 16) aus 4 


truism -- if you had, in your calculations, built 
a 34- and 36-inch pipe line you would have come 
out with a different unit cost? 

MA. BOADE: Not against the through- 


put that we envisage by pushing up into the 


a Montreal market at this time. That is why we took 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 7430 


that figure. 

MR, FRAWLEY : Could you tell me what the 
figure is again? Would you tell it to me? 

MR. BLAIR: Two hundred and fifty- 
five thousand barrels a day. 

MR, FRAWLEY: And where did you get 
that figure? 

THE CHAIRMAN: My recollection is that 
when the Commission asked you if you would be good 
enough to make a submission we asked you to base 
it on that figure. 

MR. BLAIR: Yes; and it also conforms 
with the Montreal market at this time. 

MR, FRAWLEY: That is, LOO per cent..of 
the Montreal market is about of that order? 

MR, BLAIR: Ls) Ofsthateorder, 

Just to make that point clear, that.is 
the refining capacity I am talking about, of the 
Montreal market. 

MR, FRAWLEY: The refining capacity of 
the Montreal market? 

MR. BLAIR: Yess 

MR. FRAWLEY: Andvil it yous dneiudes.. ee. 

MR. BLAIR: I don't know what may lie 
beyond that. We were taking the refinery capacity 
there and what the market might be. 

MR. FRAWLEY: Tell me this -- it might 


be a good idea to put it into the record -- have 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO FAST 


you the figures of the breakdown of the 255,000? 
MR. BLAIR: The breakdown of the 255,000? 
MR. FRAWLEY: Or the make-up? 
Mi... BLATR: No. We have reached this 
Figure by taking the records of those refineries, 
and we found that this was, in our opinion, a 


reasonable and proper amount to use to supply the 


maximum they have elected to take at this time; so 
we haven't got the make-up. 

MR, FRAWLEY: Well, now, I am not 
questioning it for a moment, but I want to have 
this clear on the record: Did you take into 
account British Petroleum? 

MR. BLAIR: We considered all the re- 
fineries there, and -- yes, we considered all the 


refineries there and the likely extension, 


I don't want to go into the whole details 
and maybe I can make my point this way that, in 
considering the refinery's capacity in a given 
area to meet the objectives it means a really 


thorough study, and consideration has to be given 


to each of the refining areas and to the type of 


refinery that is in it and the different type of 
crude they may require; and without going into 
what each company's forward programme was we felt 
that it would be much better to take the total 
which they would be likely to attain, and it is 


that figure we have used. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


MR, COMMISSIONER LADNER: Mig ve Led re 
your report, as you say, is based upon a through- 
put of 255,000 barrels per day, and on that basis, 
as was calculated, the route B, as you call it, 
the Interprovincial route, would be preferable, 
as your report states, but perhaps this is beyond 
the scope of your inquiry, although it should be 
considered, and that is supposing that this market 
for the next seven years to 1965, the refining 
capacity justified by the market there, grows from 
255,000 to 400,000, then would it be better to 
have the route B, that is, the Interprovincial 
route, or the other route that we have been comparing 
it with? 

MR. BLAIR: Our study has covered a 


wide range of throughputs and, as Mr. Bridges 


mentioned, up to something in the order of 300,000 
barrels per day, the Interprovincial expanded system 
is the most economic. Beyond that these curves 
here, as you will notice, the bottom line is the 
Interprovincial system, and it is becoming parallel 


to the other curves, theoptimum points on the other 


curves in that range. The consideration of points 
beyond that would require special study in each 

case. However, it does not follow that at any very 
greatly increased amount the Interprovincial might 


not well be the best. The two lines will cross 


each other several times. 
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ANGUS, STONEHOUSE & CO. LTD. 7433 
TORONTO, ONTARIO 


MR, COMMISSIONER LADNER: Planning for 
an expanding program in the utilization of oil 
in Montreal over ten years! time, say, would you still 
recommend the Interprovincial or would you think 
that some other system should be established to take 
care of all possibilities of a ten-year expansion 
on the basis of what has happened in the last five 
years, say? 

MR. BLAIR: You appreciate, sir, when 
we are making these remarks about Interprovincial, 
we are doing it entirely without their acquiescence? 

MR, COMMISSIONER LADNER: I just used 
their name as being identified as Route B. 

MR, BLAIR: That iS right. We are simply 
using this as I said. But to try to answer your 
question, for the future, and recognizing the size 
of the market that is there now, it would be our 
opinion that, if oil was to be put into the Montreal 
market, the Interprovincial would be definitely 
the most economic, Perhaps Mr. Bridges would like 
to add to my statement. 

MR, BRIDGES: In answering your question, 
I am assuming you are speaking of a pipeline built 
now or in the reasonably near future. 

MR, COMMISSIONER LADNER: One that you 
build now but as a matter of prudence looking into 
the future, having regard to future expansion in 


refinery and marketing, a considerable expansion, 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


MR. BRIDGES: The reason why I asked 
the question was that if the construction of the 
pipeline was delayed -- the time between the con- 
struction of the pipeline and the realization of 
the higher volumes -- then we would not advise the 
building of the 30-inch line in the first place; 
we would probably advise the building of the 34-inch 
line, As you will see on the chart, the 34-inch 
line, when you get to the volume of 300,000 barrels, 
is still economic, If the pipeline were to be 
constructed in the near future, those volumes are 
quite unlikely to be realized for a number of years 
down the line. In the meantime you would have to 
becarrying the cost of financing the entire line, 
which would be much higher and would raise the current 
transportation costs to a point that would be much 
less economic than the current transportation costs 
on a smaller line. Therefore, in sizing the line 
to start with you look at your ultimate aim, and 


avery important factor is the function of timing, 


when you are going to get there. You cannot afford 


to spend money now that you would need ten years 


from now, It is better to build a smaller line 
and increase the capacity bylooping at that time, 
but if you are starting all over again you would 
bulia thatmiine: 

MR, COMMISSIONER LADNER: Thank you very 


much. 
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ANGUS, STONEHOUSE & CO. LTD. 
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MR, COMMISSIONER HARDY: On the last 
point, Nr. Bridges, Io take it that if you take 


the 275,000 barrels per day you could put that 


30-inch pipeline into operation and,carrying that 
much per day, that is 70 cents a barrel, and you 
could also put a 34-inch line into operation to 
carry that same amount for the same price? That 
is what the curve says. 

MR. BRIDGES: That is right. Tevrainitially 
you carried that much -- I should reiterate that 
at any point onthese curves it is the most economic 
line of the diameter mentioned, designed to carry 
that exact amount of volume, 

MR, COMMISSIONER HARDY: The cost comes 
out the same per barrel for those two sizes at 
that throughput? 

MR, BRIDGES: Right. 

MR, COMMISSIONER HARDY: If you want 
to go to 350,000, you do that by additional pump- 
ing stations? 

MR, BRIDGES: Not on the 34-inch line. 


MR, COMMISSIONER HARDY: You cannot start 


with 275,000 barrels at 75 cents and then say you 


can increase the capacity of that to 350,000, and 
lower your unit cost? 

MR. BRIDGES: No. I should explain 
that if you take your ultimate point, say 350,000 


barrels, and you want to see the effect of that 
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particular line at any previous point, it would 
not be the curve we have here; it would be the 
curve of a line designed to reach that ultimate 
volume. But the cost would be somewhat more than 
at this particular point at a lesser volume, This 
is for yardstick purposes. 

MR, COMMISSIONER HARDY: I do not see 
how you could do that. You build a 34-inch line 
for 270,000 barrels a day, and you have so many 
pumping stations? 

MR. BRIDGES: COrrect . 

MR, COMMISSIONER HARDY: The only way 
you could increase that is by having more pumping 
stations? 

MARY. BRIDGES? ‘Thateis? rigne, 

MR, COMMISSIONER HARDY: Then you are no 
longer using a 34-inch line? 

MR, BRIDGES: Yess You would increase 
it by pumping stations. All I was saying is that 
one should not confuse the cross line of a 
pipeline designed for a certain capacity from the 
start through smaller volumes untilit goes to a 
larger volume on this curve, 

MR, COMMISSIONER HARDY: I cannot see how 
it means anything else otherthan a variation in cost 
of pumping facilities along the line. 

MR, WASTE: 1 think I can explain, Those 


curves do not represent any pipeline, When you 
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look at it for, say, 100,000 barrels, it is the 
ideal pipeline of that particular diameter to 


supply 100C,0CO barrels, When you get to 200,000 


barrels, it is the ideal pipeline of that diameter 
to carry 200,000 barrels. More pumping stations 
would not necessarily do it, It is a matter of 
wall thickness and other things. 

MR, COMMISSIONER HARDY: I see, 
Une more (seneral poin’, aMrirblatns wt Chinkinyou 
recognized from discussions that we had in Calgary 
that we perhaps are dealingwith a little different 
type of problem here in Canada on these pipeline 
prepositions than in most places, Ui rececenize your 
approach here, and you have explained it very nicely 
in the letter. Yet we have a transportation problem, 
and we are trying to serve a market that most people 
are saying is not an economic market, and that was 
one of the reasons for this pipeline study. Do 
you know of any place elsewhere in the world where 
a ‘simatar situation exists, where vou have aificti- 
tious market created by regulation, as it were, 
or national boundaries in which the whole problem 


is one of transportation? 
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MR, BRIDGES: We do not know of any 
where the decision to build a pipeline has not been 
left to industry alone without Government intervention 
except as to the order, Vo Give an illustration’, 
oil has been discovered in the Sahara region of 
Algeria and the French refiners will have to use 
Chav belore they are allowed to import, olf iso it 


will go through. In designing a pipe line to 


bring it from the scene of the Sahara to the 
Mediterranean, it could go no place else so that 
was a problem in making the study as to where the 
line should be built and what it would cost. That 
was on the same basis as we made this study. You 
will see this problem is quite different because 

rc “iners themselves would bring the oil into France 
and only to that source. Coincidentally the fact 
was that the oil could go nowhere else, fortunately 
it was economic and even if there had not been 
Government intervention the pipe line would have 
been justified. 


MR, COMMISSIONER HARDY: it is°too, bad 


you added that last because that is what Mr. Frawley 


asked. 


MR. FRAWLEY: IL am sorry,. would, you repeat 
that again? 

MR. BRIDGES: I said fortunately in that 
case had the oil gone into the World market it would 


have been entirely economic to build a pipe line. 
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MR, COMMISSIONER HARDY: My understanding 
of the first point was that this pipe line was built, 
that they had a supply of oil and have a market and 
they built @ pipe line and it happened, by coincidence, 
to be economical. 

MR. BRIDGES: Until things quieten down 
it won't be available. 

MR, COMMISSIONER HARDY: So in your ex- 
perience of all these big pipe lines that have been 


built, the analysis have been on the basis of what 


you have here? 

MR. BRIDGES: Within reasonable limits, 
yes. 

MR, COMMISSIONER HARDY: And I suppose 
the arranging of financing of Trans-Canada would 


constitute a definite variation from normal as far 


as you are concerned? 


MR, BRIDGES: I think those who arranged 


the financing of Trans-Canada did a remarkable job. 
MR. COMMISSIONER HARDY: I think that is 
ally nave to ask. 


THE CHAIRMAN: Just before we close the 


meee f am not sure about this tax situation; your 
brier, Mr. Blair, brings, this: tine througn part of 
the United States and you say there would be no 
Income Tax paid in the United States. 

MR, BLAIR: If the oil was in bond and 


we assume it was in bond because there are no 
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deliveries in the United States, 

THE CHAIRMAN: Which pipe line does it go 
through in the United States? 

MR, BLAIR: Excuse me, Mr. Bridges draws 
my attention to the fact that the result is only a 
variation between 47 per cent and 52 per cent. 

THE CHAIRMAN: That is not my question, my 
question is, are you positive that oil moving in 
bond through a pipe line owned by an extra-provincial 
corporation in the United States would not be sub- 
jected to income or other tax by reason of the 
tariatt ion that portion of the line going through 
that State or country. 

MR, BLAIR: Could I check that? 

MR. BRIDGES: The answer is, we are not 
certain, There may be an allocation required so 
the answer is we are not absolutely certain. 

THE CHAIRMAN: Do you not think that chances 
are that such a company would have to pay a tax on 
a profit made on the oil in bond? 

MR, BRIDGES: I cannot help agreeing with 
you only, I understand on the existing situation 
there is a possibility of that result being realized. 

THE CHAIRMAN: Yu have no definite informa- 
tion. 

Mr, Blair, thank you and your colleagues 
very much for the help you have given us. I know 


we were late in asking you to be kind enough to turn 
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your organization inside out and give this sub- 
mission to the Commission, but it was not until 

we got through with our Calgary hearings that we 
realized the vital importance of such a submission 
to the Commission. We are grateful to you and to 
all of your colleagues for the great help this 
submission will be. 

Mas BLAIR: We are very pleased to 
have done it and we hope it will be of some help. 

THE CHAIRMAN: It undoubtedly will be and 
I deeply appreciate the co-operation of your whole 
organization. 

This, is the close of our hearings in 
Toronto and we will resume our hearings in Montreal 
at ten o'clock next Monday morning in the 
International Civil Air Organization building on 
thestench Tloor. 

Before adjourning I do wish to, on behalf 
of the Commission, express our appreciation and 
gratitude to all those organizations who have come 
before us and willingly co-operated and given 
testimony during our hearings here in Toronto. 

I also wish to thank the University of 
Toronto and the staff of the University for 
permitting us to use this Senate Chamber and for 
the kindness in many ways and complete co-operation 
in assisting us in the work of the Commission. 


Lastly, but not least, I would thank 
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Counsel and particularly Counsel for the Province 
of Alberta, Mr. Frawley. 
Thank you, gentlemen, the hearings of 
the Commission will be adjourned until Monday morning 


next in Montreal. 


-~- Whereupon the hearing adjourned at 3.25 p.m., to 
be resumed, in Montreal, Province of Quebec, at 
10,00 -aim., Monday, aiuly Tach 1o5c!. 
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U.S.A. ENERGY DEMAND —1957 
AND ESTIMATES FOR 1965 & 1980 


_ QUANTITIES IN MILLION LONG TONS, HARD COAL EQUIVALENT 
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, _ WORLD OIL PRODUCTION 1957 and 1956 
1 a _ THOUSAND BARRELS PER DAY 
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Total Iraq 
_ Trinidad ; 
Btacr hey Kuwait 
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_ ~ Qatar — 
Saudi Arabia 


Total Middle Fast 


WESTERN EUROPE 
EAST INDIES 

USSR, 

EASTERN EUROPE, ETC. 
CHINA 
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TOTAL EASTERN 
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TOTAL WORLD 1957 — 18,468 
TOTAL WORLD 1956 — 17,516 
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APP ENDIX ‘s 


’ ie OIL RESERVES AS AT END 1957 and ies 
+ MILLION BARRELS 


EASTERN HEMISPHERE 


1957 | 1956 i ats 1957 | 1956 


MIDDLE EAST 
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5,903 |. Traq i 5 -» | 25,000 22,000 


ae wa eee. | 68000 50,000 
36,338 | Neutral Zone 5,000 | 650 
Qatar 1,750} 1,500 
Saudi Arabia 45,000 | 40,000 
13,200 Southern Arabia 500 - 
— 650) — Other Middle East 251 255 
285 . ser Ae AL AB 
———|  Toual 169,501 | 144,405 | 
14,135 | ae, Fae 
= | AFRICA - 814 285 | 
WESTERN EUROPE 1,369 | 1,370 
2,849 | EAST INDIES’ 8,085 | 5,650 
* 280 OTHER FAR E EAST 493 490 
USSR: 24,500 | 23,530 
EASTERN EUROPE 900 770 
= pCaNe 800 700 


TOTAL EASTERN 
56,941 HEMISPHERE 206,462 | 177,200 


TOTAL WORLD 1957 — 266,724 
TOTAL WORLD 1956 — 234,141 
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Montreal, Quebec, 
July 24, 195d. 


-~--On resum ng at 10.00 a.m. 


THE CHAIRMAN: The Comm.ssion will now 
resume; ate Near nes. 

This is the first meeting of the Com- 
mission n the Province of Quebec, and we are very 
happy to be here. I do not think i #ernecessary 
to read the Terms of Refermce for the Commission; 
Ue has already been done several times publiciy 
and I am sure that everyone in this room who 2s 
interested knows the Terms of Reference. However, 
Lf anyone wishes the Terms of Reference to be read 
we shall ask the Secretary to do so. If not,” we 
shall proceed with our hearings. 

Mr © a canler 


PMRee PATETULG: Thank you, Mr. Chairman. 
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Submission of 


NATIONAL COAL ASSOCIATION 
Washington,D.C. 


Appearances: 
Mr. Robert E. Lee Hall - General Counsel, 
National Coal 
- Association 
Mr. Jerome J. McGrath - General Counsel, 
Fuels Research 
COuUNnCT lo PLC. 
Mir. Melwood W... van Scoyoosss. PublicwitLiacy 


Consultant 
MP poise, eeGracn 


MR ATP IER: This morning we are going 
to hear from the National Coal Association of Washing- 
ton. 

You will pecall’ thay Mr. Hallands: 
associates were in Calgary and at our request,and 
to meet our convenienée, they agreed they would ad- 
journ their presentation in Calgary and come here. 
Mr, Hall did make some preliminary remarks in 
Calgary and I understand that he is going to start 
the presentation for the group today. 

The submission should be marked as 
Exhibit M-14-1. I realize it has already been 
entered as CC-7-1 in Calgary. 

THE CHAIRMAN: Do you think we should 
enter it again? 


MR, PATTILLO: I think perhaps we should. 
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THE CHAIRMAN: Very well. 

MR. PATTILLO: It will be marked M-14-1. 
---EXHIBIT NO. M-14-1: Submission of National 

Coal Association.-- same 
as CC-7-1, 

Vi, inal Mr. Chairman and members 
of the Commission, I am beginning to feel like an 
old friend of the Commission, if only for the reason 
of frequent appearances. TAs is my third appear-— 
ance Derore This distineu shed croup. I appreciate 
very much the opportunity of having a further 
chance to complete our statement. 

Having appeared before your Commission 
on February 3rd and May 7th, in Calgary, I was 
confronted with a very practical problem of de- 
termining as to what extent I should repeat the 
statements made there in order to make a balanced 
and understandable statement here. iE Teer con 
fident that the Commission will not overrule my 
decision to avoid needless repetition and confine 
my remarks to a brief review of the principal 
voints which were made in my statement in Calgary 
on May 7th. 

The other members of our team will, of 
course, be heard for the first time here. ror 
the record, my name is Robert E. Lee Hall, and I 
am general counsel of the National Coal Associa- 


tion which is a trade association of bb. tuminous 
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coal miners and operators of the United States 
representing approximately two-thirds of the 
commercially produced coal in our country. The 
other members of our team who will speak will be 
introduced at the time of their participation in 
todays! proceedings. 

The Commission may recall that I pointed 
out in Calgary that I also appeared in these pro- 
ceedings in my capacity as general counsel of the 
Bituminous Coal Institute, as well as secretary of 
Fuels Research Council, Inc. IL stated that “che 
composite views to be expressed through our’ tri- 
partite presentation has the endorsement of the 
National Coal Association, Fuels Research Council, 
Ine., the Anthracite Institute and the United Mine 
Workers of America. 

You were advised in Calgary that the pur- 
pose of our appearance and participation in these 
proceedings relates directly to the vital interest 
of the United States bituminous coal industry in 
the developing fuel policies of your nation. I 
pointed out that fuel industries competing with 
natural gas in the United States have been ad- 
versely affected because of inadequacies of our 
federal law covering the transportation and sale 
of natural gas in interstate commerce. 

We sought permission to tell our story 


in Canada, first, because of our understandable 
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self-interest in whatever may be done by your 

ee ei th respect to controls over the 
transportation and sale of natural gas in Canada 
or for possible export to the United States. 

Our second reason for appearing was based 
upon an assumption that your Government would be 
interested in having the benefit of our experience 
with the regulated United States natural gas in- 
dustry in order to avoid some of the mistakes that 
have created an unbalanced fuel economy in our 
country. 

As 1 -saiduin Caieanry vonsMaye(Gih, cand 4 
am quoting: 

"You stand at the threshold of our 
"lost opportunity.” 
Now, of course, I had in mind the fact that in 
1938 we had the same opportunity you are now the 
beneficiaries of, and that is a chance to legislate 
wisely in the energy field. 

Unfortunately, the official transcript 
of the record of these proceedings shows my state- 
ment as saying: 

"You. now stand at the threshold of 
"your lost opportunity." 
I hope ultimately that this will be demonstrated 
to be more of a typographical error rather than an 


unconscious and ironic prophecy. 


The foregoing remarks constitute a very 
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brief review of my previous explanation of our 
reasons for participating in these proceedings. 
Having appeared twice before, as I said, I do 
not therefore want to exceed the bounds of our 
welcome, However, in the intervening period 
Since my appearance in Calgary on May 7th, one 
outstanding event has occurred which I believe 
would have some relevancy to the objectives of 
your inquiry, and are perhaps worthy of passing 
comment here. 

President Eisenhower and Prime Minister 
Diefenbaker have just completed a series of 
conferences, which, among other things, was re- 
ported to be designed to iron out growing dif- 
ferences between the United States and Canada. 

I know generally that our principals support the 
objectives of the heads of our two nations in 
their effort to solve some of these difficult 
international problems. However, I was so 
struck by the high Canadian interest in the 
meeting, when I arrived in Canada last week, 

that I asked the president of the National 

Coal Association and the president of the United 
Mine Workers of America’ to furnish me with their 
current views on the relevancy of the proceedings 
here today to the achievement and maintenance of 
better understanding and goodwill between our 


two countries. With the permission of the 
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Commission I would like to read the telegraphic 
responses into the record, 

First is a telegram addressed to me 
under date of July llth from Mr. Frank F. Kolbe, 
President of the National Coal Association, and it 
reads as follows: 

| "Please convey to the Canadian Royal 
Commission on Energy our view that its 
recommendations on export and Canadian use 
of natural gas can seriously affect not only 
the U. S. coal industry but also Canada's 
economic welfare and future relations be- 
tween our countries. Unwise dissipation 

of U. S. natural gas for uneconomic in- 
dustrial use has reduced U. S. natural gas 
reserve life index below the peril point. 
Surely Canada will not adopt an equally 
unwise fuel policy nor compound the mistake 
by committing its natural gas birthright to 
the promoters of the present plan for dis- 
position of Canadian gas in the United States 
as well as Canada. Future good relations 
between our countries require careful con- 
sideration of these problems now. Le wal 
be too late when Canada needs gas and finds 
much of her resources have gone south and 
have damaged an essential industry which 


igs vital to the economies of both our countries. 
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"We hope your presentation will inter- 
est the Commission in a full investigation 
of natural gas company practices and de- 
fiencies in U. S. law which are needlessly 
contributing to waste of natural gas in 
the United States and will inevitably produce 
the same result in Canada,” 

The reply received under date of July 11 
from John L, Lewis, President of the United Mine 
Workers of America, reads as follows: 

"The United Mine Workers of America 

are unalterably opposed to the importation 
of unemployment into the United States in 
the form of natural gas from Canada, 
Essentially any importation of natural gas 
into the United States would mean exactly 
this for it would create further joblessness 
among American coal miners. Because of 
our great concern about this problem we 
have joined with other representatives of 
the United States coal industry in making 
representations before the Royal Commission 
on Energy of Canada at the hearings in 
Montreal on July 14. Assuredly, unneces- 
sary seeds of international discord already 
have been planted in both Canada and the 
United States by the greedy interests who 


seek to strip Canada of one of her great 
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natural resources while at the same time 
causing needless economic problems for both 
the United States coal industry and its em- 
ployees. The UMWA believes that the 
Borden Commission has the opportunity 
and the obligation to bring a halt to this 
discord, An exhaustive and comprehensive 
study of this problem and the adoption of 
wise policies would constitute an invaluable 
contribution to amity and goodwill between 
Our TWO ereat nations’. We believe that 
proper exploitation of Canadian and American 
natural resources under no circumstances 
should place an undue economic burden upon 
American coal miners." 
Mr, Lewis, with characteristic forthrightness, has 
aceacvead his position rather clearly. Most cer- 
tainly we recognize that the United States Federal 
Power Commission and the United States Congress 
have important obligations in the field. We 
also feel that your Commission has an opportunity 
to make a contribution in the field of interna- 
tional relations by making an all-out study of 
the complicated problems implicit in your rapidly 
growing fuel economy and should carefully con- 
sider any policy recommendations that may affect 
the fuel economies of both countries. 


There is present now the opportunity to 
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avoilag Doresecable economic ditferences that ‘could 
diminish the goodwill between the United States 
and Canada. Farsighted recommendations in the 
energy field can prevent unnecessary international 


ipri cations, 12n, the future. 
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At this point I would like to begin 
on page 8 of the submission which was put into 
the record on May 7th and I believe was re- 
identified today. By presenting our next 
participant, Mr. V. Scoyoc, of Washington D.C., 
will submit for your consideration a resume 
of the duties and activities of the Federal 
Power Commission pertaining to regulation of the 
natural gas industry in the United States and 
air his views concerning the efficacy of that 
regulation. 

Mr. Van, Seoyoc!s. qualifications. tor 
this assignment are, I believe, pertinent, and 
Lynwovuld, like. to read, them at this-poinn,. 

Mr. Van Scoyoe is a consultant in the 


field of Public Utility Regulation. PriLOre LO 


entering private practice in July of 1954, Mr. 
Van Scoyoc was, for a period of approximately 
sixteen years, a member of the staff of the 
Federal Power Commission, including three years 
of military leave during World War ITI. In 
the last nine years of his period of employment 
by the Commission, he was Assistant Chief of 
its Bureau of Accounts, Finance and Rates. This 
is the Bureau which, during that period of time, 
had major responsibility other than legal for 
all matters dealing with the regulation of natural 
gas companies. 

Before employment by the Federal Power 
Commission, Mr. Van Scoyoc was for approximately 
ten years on the staff of the Public Utilities 


——— Commission of Oregon, which is charged with the 
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regulation of public utilities in that state. This 
employment covered two periods of service, there 
being interposed employment for one year by an 
electric utility in Oregon. He is a graduate 
engineer, having received a degree in 1927 from 
Oregon State College. The bulk of his consulting 
practice involves the presentation of state 
regulatory commissions, other state agencies, 
municipalities, and distribution utilities in 
rate proceedings before the Federal Power 
Commission. He also appears in proceedings be- 
fore state regulatory commissions in behalf of 
municipalities, other public agencies and in- 
dustrial customers. My. Vary Sscoyoc. 

MR. VAN SCOYOC: ADMINISTRATION OF 
THE NATURAL GAS ACT. a Rate Regulation 

Immediately after the Natural Gas 
Act became law in June of 1938, the Federal 
Power Commission, in response to complaints of 
municipalities and state regulatory commissions, 
and on its own motion, instituted investigations of 
the rates of many of the natural gas pipeline 
companies subject to its jurisdiction. In the 
course of these rate investigations, it concluded 
that the most fair and equitable basis of rate 
regulation could be accomplished through the use 
of what was known as the prudent investment or 
cost-rate base method of rate regulation as con- 
trasted with the indicated constitutional re- 


quirement at that time of the "fair value" method. 
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The use of a cost rate base was held to be 
constitutional by the United States Supreme 

Court. Ever since the Supreme Court held that 
it was not incumbent upon the Commission to re- 
ceive. evidence.of reproduction cost.or fair vaiue, 
such evidence has been excluded when offered, 

The situation is now such that no natural gas 
company attempts to claim other than a cost rate 
base. 

Under the cost method of regulation, 
the Commission determines the annual cost of 
service based upon the use of a representative 
test period. Included in the annual cost of 
service is the cost of gas purchased from other 
producers or pipeline companies; operating and 
maintenance expenses, administrative and general 
expenses; annual depreciation, taxes, including 
income taxes and a fair return on the rate base. 
The rate base is computed by taking the original 
eost of constructing the facilities, deducting 
therefrom the accrued depreciation and depletion, 
and adding an allowance for working capital. 

It is the»general rule to include in 
the cost of service all actually experienced 
costs which have been properly accounted for under 
the Commission's Uniform System of Accounts. 
There have been a few instances where expendi- 
tures have been excluded where they were not 
supported by the natural gas company or where 
the Commission found they were not properly in- 


cludable within the test period. Costs which 
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arise by reason of transactions between affiliates 
are scrutinized. It has been the policy of the 
Commission to exclude from the cost of service 

any items of expenditure arising from affiliated 
company transactions which are in excess of the 
cost tothe affiliate, including a fair return 

on the capital employed. 

The amount of working capital allowed 
by the Commission to be included in the rate 
base is based upon a formula, which evolved 
from detailed studies made in the early years 
of the Commission's regulatory experience. The 
allowance consists of the average amount of materials 
and supplies on hand and average cash working 
capital equivalent to forty-five days of operating 
expenses, average amounts for prepaid expenses 
and less a deduction for cash available to the 
natural gas company from accruals of Federal 
income taxes. 

In determining the fair rate of return, 
the Commission considers a wide range of evidence 
dealing with interest rates of debt securities 
and the costes or other kindssor capital. The 
Commission uses what is generally termed the 
"cost of capital approach" in reaching a decision 
Bey CO the rain pave of return, that 1is,.the rate 
of return is based upon the actual cost of debt 
and preferred stock capital to the natural gas 
company plus an estimate of the cost of its 


equity capital. 
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From 1940 until about 1946, the Commission 
found six and one-half per cent a fair rate of 
return for natural gas companies. This return 
was subsequently reduced to six per cent and, 
in one case, went as low as five and one-half 
per cent. For the past several years the 
Commission's rate of return allowance has been 
six per cent, although in the case of two companies 
whose capital structures included relatively large 
portions of equity capital, the Commission has 
allowed a rate of return of six and one-quarter 
per cent. Because of the high leverage available 
for.equity capital in pipeline. company capital 
structures; an over-all rate of return of six 
per cent usually results in a return for equity 
of. .fromaenine, to twelve per.cent. Although most 
of the natural gas pipeline companies claim that 
a six per cent rate of return is inadequate, 
nevertheless such companies have been able to 
attract several billion dollars of new capital in 
the past ten years based on the earnings pro- 
vided by such rate of return. 

Probably one of the most controversial 
issues with which the Commission must deal in 
rate proceedings is the allocation of the over- 
all cost of service between customers or classes 
of customers. Inasmuch as most pipeline companies 
make some sales for consumption or intrastate 
Sales for resale, a cost allocation is. required 
in virtually every rate proceeding to ascertain 


the cost applicable to the jurisdictional business. 


a= es » a _ — a 


aay 
wise timc at es Seti diet. mer 
« Chew Let a Sage ‘tm Tansee bias 
s bi j Pe sega ae hokuan #2 o.\) 
a ‘Sous 
Bik dyes welt eRReeS peoution ttraipoadue ei 
brates Seto nde t 3 if 
Keay stoves Gaoq sci coh 
sual uty hese - fir ovat ao atan ‘stoobgetie) 
Rath 7 
pis wh Yo shee ene aby ga sik ieee. 19q 3 xte 
iL pie. clara. Reveed camuboutiied ad inna. asorm 
arts | noo) ‘Ad Lattees gi tape, ko. ane bitog 
fo Petit: EK ena whe “ta reruaet De aden, eS bewoia ek 
ide Eee e eatevest duke eat ite once vod pubmae betel 


Loe oponoy Geeeq ig: Ua latines: vs tEpe tor 7 
Pas eat 
“TO. CPPS % ares LAL SeAove NS gomutounis 
a ft ee ton ao tht ad Leet Nii “ya98. 7 ‘84 
som, anced LA oe Sy on set: ait ontkith fiom to ui 
gtn is: waheakuce atitfegha. a23) kent art 20 
stenpe ton Histone XS. share. Gta 9a ata, 
‘ Poe / “ y 
Oat eat read i) Se Ey sermae’  to yi asodecibasyan, 
pies wan te sat aee horeiid, Leaves tosttd s 
sg apabeiss AP beamed eneon na esq, act | 
wi iiary! ac ooh see dowa a boty 
Jreeversties, tadm sed $0 no <tc EN 


ao 


at feet abum 6 laebemes ect dato alt Sm eeuset 


yore oid Io “soitedoL ie act at agaibescorg ater a 


esi ic, BAS hOtewO dannsu soL¥TSs %o g209° Hs: sy 
i : 


selimagmao spl jsqig #aom @s ride eel .erronoaue 

Bra ans re. ue ¥ his 

etsduaisnl, to no isgandard ~o'% aeiea @ . at 

< ae caw 

Pinbupes Al toltacolss Faoe & <aigast 10 if 
Lr sed ba) Pe Oe 

inkadysoea ot pribdbsosorg’ apt yreve: beaee 


aorta Lankso ibe txt bh 


ia wn 


7459 


ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO 


In addition to its use for segregating costs 
between the non-juridictional and jurisdictional 
business, it is also used to allocate the costs 
between the various classes of jurisdictional 
customers. Thus it forms a basis for the design 
of the rates which are charged by pipeline 
companies. 

The Commission has evolved a cost 
allocation procedure which is with virtually no 
exception used to serve both purposes. The 
allocation method has had judicial sanction and 
has withstood numerous assaults by the natural gas 
companies in Commission rate cases. Under the 
Commission's method the fixed costs or constant 
costs, that is, the return on investment, taxes, 
annual depreciation and a part of the pipeline 
operating expenses, as well as the demand charge 
on gas purchased from other pipeline companies, 
are first divided into two equal portions. One 
portion or 50 per cent of the total is allocated 
among customers or classes of customers on the 
basis of their use of the capacity of the pipe- 
line at the time of the system peak, usually 
a Pee aay sustained peak. The other half of 
the fixed cost is added to the variable cost 
and the total thereof is allocated to customers 
or classes of customers on the basis of their 
annual use of gas. Variable costs consist of 
commodity cost of gas purchased, the cost of 


production and gathering, and a portion of the 
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transmission system operating cost - - mostly 
compressor station fuel and maintenance. 

There is-a.thirdyclass of ‘costs whitch 
are also allocated known as "customer costs." 
Toese, ,Fems, Consist of the costs: incident to 
metering, customer account and collecting, and 


Sales promotion. 
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Generally these costs are classified 
one-half to the demand function and one-half to 
the commodity function, However, they are some- 


times allocated in part on the basis of the number 


of customers. 

Under the Commission's method all 
customers share in at least one-half of the constant 
costs regardless of whether such customers take gas 
during the system peak period or not. Those customers 
which take gas during the system peak period, whether 
they be classified as firm or interruptible customers, 
bear a share of one-half of the constant costs. Thus, 
the interruptible industrial customers, both those 
supplied directly by pipeline companies and those 
supplied through sales to distributors of gas on an 
interruptible basis for industrial purposes, carry 
some of the constant costs and overheads of the 
pipeline system, 

As previously mentioned, the costs classified 
to the demand function, that is, the one-half of 
the constant costs, are allocated to customer classes 
on the basis of their respective peak responsibilities 
whereas the commodity costs, which include one- 
hatr vor the constant costs plus ali. of the variable 
costs, are allaated to customer classes on the basis 
of their annual volumetric requirements. The peak 
responsibility of each class of customers is 


determined by ascertaining their peak requirements 
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during the three-day maximum sustained peak of the 
pipeline system, The peak responsibility is a 
controversial issue in some cases as some companies 
prefer to use a single-day peak rather than a 
three-day sustained peak. Others prefer to use 
the maximum demand of the firm customers as a 

basis for determining the total peak rather than 
the maximum system peak. 

on Below Cost Sales of Natural Gas: 
The pipeline companies desire to have more of the 
costs classified as constant costs since that 
process results in lesser costs being assigned to 
their non-jurisdictional business. TO. Dit LG mo re 
Simply,the assignment of a larger share of the costs 
to the demand function reduces the costs applicable 
to the interruptible industrial customers who are 
curtailed or interrupted entirely at the time of 
maximum system peak. 

Because of the increasing cost of gas in 
the field, which has resulted in an increasing 
ratio of variable costs to the total cost of 
service, the pipeline companies have attempted 
through one or more devices to transfer more of 
the commodity cost to the demand component so 
as to lessen the impact on the commodity rate. 

I have) been discussing the: over-all, 
system-wide cost allocation procedure of the 


Commission, As most of the long line transmission 
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companies have what are known as rate zones with 
different rates in each of the zones, it has been 
necessary in some cases to make what are known as 


Zone COsu allocations. The rate zones generally 


Start at the supply end of the line and continue to 
the terminal market end of the line. Most of the 
zone boundaries coincide with state lines or are 
placed at the inlet side of the compressor stations. 
However;.there.is no particular «fixed patterns in this 
respect. As a matter of fact, most of the zone 
boundaries were established arbitrarily and have been 
maintained through the years because of historical 
precedent. 

The Commission does not have a single definite 
formula for use in allocating costs to the various 
rate zones. However, it has indicated its acceptance 
of the so-called demand-mile, commodity-mile method. 
This method involves weighting the demand and 
commodity costs applicable to each zone by the 
mileages between such zones and the source ofsupply. 

In the design of appropriate rates for 
pipeline companies, the most important factor is, 
of course, the recovery of the cost of service 
applicable to the jurisdictional business of the 
pipeline company. Although companies have strongly 
contended that the design of rates was the particular 
province of management not to be interfered with 


by regulation, the Commission has rejected that 
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argument. It has held that it must make certain 
that the rates conform to sound rate-making principles. 
The Commission has prescribed in numerous instances 
the form of rate and many of the terms and conditions 
under which natural gas is sold for resale in 
interstate commerce, 
When the natural gas companies first 
Came under the Commission's jusridiction, all of 
their rates were individual contract rates with 
their customers. In 1948 the Commission was 
successful in.converting the contract rates to 
uniform tariff rates, thereby greatly reducing the 
number of rate schedules on file and making the 
rates more understandable, definite and certain. 
Generally speaking, the respective 
demand and commodity costs resulting from the 
allocation procedures which Il have described are 
used as the basis for computing the two-part demand 
and commodity rates. However, in recent years 
there has been a marked effort on the part of some 
natural gas companies to depart from these allocated 
costs and to increase the demand rate above allocated 
costs and thus decrease the commodity rate below 
allocated costs. The reason given for so doing is 
that the price of gas has been increasing in 
comparison with the prices of other fuels, thus 
narrowing or obliterating the price advantage 


which the natural gas industry 
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has enjoyed over other fuels in many sections of 
the country during the past decade. This argument 
is supported by the claim that the natural gas 
industry needs to make interruptible sales for 
industrial use in order to secure a high load 
factor operation, which in turn will result in a 
lower cost of service, particularly to the domestic 
and commercial consumers. 

While it is a well recognized fact that 
high load factor operation results in a lower over- 
all unit cost of operation, it does not necessarily 
follow that high load factor operation achieved 
through large scale interruptible sales of gas is 
in the best interests of the ultimate consumer -- that 
is, the residential and commercial consumer. This 
is particularly true when it is necessary to artifictall 
depress the commodity rate and increase the demand 
rate so as to secure that type of business. More- 
over, the beneficial effect of high load factor 
operation is minimal in the upper ranges of system 
load factors. On the other hand, the low load factor 
customer, which is primarily the residential heating 
customer, is penalized by an increase in the demand 
rate. Such penalty may exceed any benefits 
derived from high load factor operation of the 
pipeline through interruptible sales. A number of 
companies have developed underground storage 


reservoirs near their market areas which makes 
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unnecessary large scale sales of gas for boiler 
fuel purposes. 

3. Certificates of Convenience and 
Necessity: In determining whether a particular 
application meets the test of present or future 
public convenience and necessity with respect to 
the construction, operation, extension, or acquisi- 
tion of facilities to serve new or existing 
markets, the Commission has applied certain standards 
and tests. Briefly; whey include ansinguiry-invo 
and consideration of the facts and circumstances 
as to (1) whether the gas supply is adequate for 
the service proposed to be rendered, (2) whether the 
facilities are properly designed for the proposed 
service, (3) whether the estimated construction and 
operating costs are reasonable, (4) whether the 
proposed plan of financing is sound, (5) whether 
the market demand for the proposed service is 
available at the rates proposed to be charged, and 
(6) whether the project is economically md 
financially feasible; that is, whether the 
estimated revenues from the project will provide 
for the recovery of the costs of operation, deprecia- 
thon, taxes, and a fair return, 

It has been the general practice of the 
Commission in certificating new pipeline ventures to 
require the applicant to have an initial reserve of 


gas under contract, or held under leases, sufficient 
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to meet the customers! peak day and annual require- 


ments for a period of approximately twenty years. 


For existing pipeline companies with a record of 
experience in acquiring gas reserves and of 

meeting the requirements of their customers, a volume 
OImreser ves SUlLTicient for periods ot fourteen Go 
eighteen years have been found by the Commission 

to be adequate. For a major expansion of an exist- 
ing pipeline system or for a new pipeline venture, 
thesapplicant is required to submit a complete gas 
reserve study. The Commission's staff of geologists 
and reservoir engineers review the applicants! estimates 
and on occasion submit their independent estimates 

of available gas reserves and the ability of the 
wells to deliver the required volumes of gas. 

The Commission's rules provide tor. the 
fidine or voluminous data in support Of a “major 
cerurrircave application. The rules also provide for 
what is known as abbreviated applications where the 
proposal of the applicant does not require ail the 
data specified for a major application. The 
Commissions rules also provide for what is known as 
a shortened procedure type of hearing where there is 
novepposition to the proposed project. Et ote 
instances a brief hearing is held before a Presiding 
Examiner, the Commission's Staff Counsel being the 


only person appearing and making the necessary 


recitals for the record. Inasmuch as the Commission 
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is required to hold a hearing on each application, 
this procedure was devised to expedite the proces- 
Sing of uncontested applications. 

The Natural Gas Act provides that a 
certificate may be issued to a new company to serve 
an area already being served by another natural gas 
company. Occasionally the Federal Power Commission 
has looked with favor upon the presence of competi- 
tion between two pipeline systems to serve the same 
market area and has found that the market was 
adequate tO support both the existing and new 
supplaer. Where this competitive situation is 
DResentiey CerLilicate proceedings ere usualy tenethy 
and are of a decidedly adversary nature. 

Interventions in certificate proceedings 

re generally made by customers of the natural gas 
pipeline company, prospective customers, interested 
state and municipal agencies, and competing fuel 
inverests. The Stair of the Commissiom auvavery 
participates in these proceedings. 

Tn many instances the Commission attaches 
eongitilons/ to 10e erant of Ma Gertificave vo the 
pipeline company. These conditions fix the time 
when construction of the project shall commence 
and be concluded and may also deal with rates, 
the securities to be issued, and other matters 
which the Commission feels are necessary to protect 


the public interest. 
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While the Commission does not have rate 
regulatory jurisdiction with respect to sales by 
pipeline companies to direct industrial customers, 
nevertheless it has and exercises the authority to 
authorize or deny such direct sales under its power 
VOMAssuesCercinicates of Public Convenience. and 
Necessity. 

4, Importation and Exportation of Natural 
Gas: Applications to export or import natural gas 
are’ generally intertwined with applications under 
Section 7(c) of the Natural Gas Act to construct 
and operave facilities. There is also involved 
compliance with Executive Order No. 10485 dealing 
Wi Dorderrbacl li ties: and connections. AM gio wate 
aspects of importation and exportation generally 
receive considerable Commission attention, While 
the Commission attempted a number of years ago to apply 
the same standards of public convenience and necessity 
to export and import applications as it does to 
Certificate applications, the courts held that the 
standards under Section 7(c) do not apply as such. 

Vee GROWTH OF THE NATURAL GAS INDUSTRY 
UNDER REGULATION. 

At the time the Natural Gas Act was enacted 
in 1938, the interstate transmission of natural gas 
was’ virtually in its infancy. Although several long 
distance gas pipelines had been placed in operation 


in the late 1920's, no large scale expansion occurred 
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ing the depression years. From 1938 until the 


id of World War II only a very moderate expansion 


Of Sthe pipeline industry took.place. But ever since, 


we have witnessed a phenomenal growth. As of this 
time every state: in thée,Uniced States, wrth the 
Single exceptionsof Vermont and Maine is receiving 
some natural cas, service. More than eighty-five 
Decei@ents Gl, phe natural. cas sold) cto domestic, 
commercial and industrial. customers in the United 
Srawmes mise hauled. through tne anverstate Lines and 


odes OC.) SUGLOUGCLOM Ubi LesS af, Faves (subuecu to 


regulation under the Natural Gas Act. 


ae 


‘aque? hoe aes fostenta # top 

‘ 7 . ‘a Tab: hc oe 5 bi : I ae) ae i iM td: Fer) 

+e ely ns want wer yV° Re nit 
: ; bis? 


ak, | a en 
say madi a b ion es fim ‘Eee ee te. tneo 00, a 
f. ia te am 


. i : oii ink co ia 


a ea — oe ‘Cara 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 74 ya! 


At the outset of the Commission's 
regulatory experience, it-took forthright action 


tocarry out the intended purpose of the Act. As 


previously mentioned the Commission commenced a 


number olvrave investigations. During the period 
extending from 1940 through 1952 it secured a number 
Ob Very substantial reductions im resale rates. 
In this process the Commission established new 
regulatory law through overcoming the handicap 
of the fair value Constitutional requirement. Rate 
making was greatly simplified. At the same time 
investors were assured of a fair return upon the 
Capital acuually invested in: the pipelines. 
Commencing in 1949, natural gas companies 
began to file applications with the Federal Power 


Commission for increases in their rates. Three 


major causes accounted for these increases: Pirst, 
the increased costs of labor, material anda taxes 


4 


stemming from the inflationary trends, which affected 


all prices; second, the increased costs which 


occurred by reason of adding system capacity at a 


higher unit cost than that experienced for the exist- 


ing capacity; and third, increased costs due to 

the higher prices paid forthe purchase of natural 

gas in the producing fields from non-pipeline producers. 
Of these three factors, the greatest impact was the 
higher cost of purchased gas. For example, in 1946 


seventeen of the major natural zas pipeline companies 
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paid on the average 4.4 cents per Mcf in the field. 
These companies are now paying on the average more 
Than 1O cents per Mcf, and some companies are in the 
14 cents - 16 cents range. New contracts in some 

of the producing areas range from 20 cents - 25 cents 
per Mcf. 

As of this time more than a, half bidiston 
dollars of rate increases have been filed by pipeline 
companies. Not all of these increases have been 
granted in full. Approximately $200 million of 
Increases are pending. Some companies during the 
BerLOO OF Six years from 1952) throug 4195/ neve filed 
as m any as seven successive rate increases. 

These increases in pipeline rates brought 
about retail rate increases in many sections of the 
country. The average revenue received by vullaties 
from sales of natural gas per thousand cubic feet 
in 1956 for the entire United States was approximate- 
ly 49.2 cents per Mcf as compared with the average 
revenue in the 1946-1950 period of 33.6 cents. While 
all of this increase is not attributable to pipeline 
rate increases, nevertheless such increases have, 
imma Opinion, COntcrLouted materially CO Une sinc reasc. 
in retail natural gas rates, 

Increases in retail rates have not been 
confined to the non-producing states. The producing 
states have also experienced such increases. For 


example, during this same period increases have run 
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Prom es per cence in Texas 06 4 \42-1/2 per cenc 
increase in Oklahoma and a 49 per cent increase in 
Arkansas. 

The growth in the natural gas pipeline 


industry as well as the distribution and Sales of 


natural gas to ultimate consumers has been tremendous. 
In the fourteen year period, 1932-1946, sales of 
natural sas by utilities rose from approximavely 

Yoo billion cubic feet to approximately 2,13 triliion 
cubic feet, an increase of approximately 1380 per cent. 
Hie weoo7s utality sales“ of natural "cas amounved vo 
approximately ©.7 trillion cubic feet, or an increase 
OF approximately 215 ‘per cenv In Cen yeare, 

Sales by most of the natural gas trans- 
mission companies have greatly ineréased under recu-— 
Tact On. For example, Panhandle Eastern Pipeline 
Company increased its sales from approximately 70 
billion cubic feet in 1942 to approximately 412 billion 
cubic feet in 1957. El Paso Natural Gas Company had 
sales of approximately 45 billion cubic feet in 1942, 
tts eales in 1957 were slishntly more than 1 tie lton 
€ubac teet, including sales by its subsidiary, 

Pacific Northwest Pipeline Corporation. Northern 
Natural Gas Company is another company which has had 
a phenomenal growth. Its sales in 1942 amounted to 
approximately 66 billion cubic feet and in 1957 to 
approximately 390 billion cubic eels. 


—— Since the advent of Federal regulation there 
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has been a large number of new pipeline ventures 
Certiiacaved by the Commission, Probably the most 
Spectacular growth has been that of Tennessee Gas 
Transmission Company, which went into operation 
in 1944. In 1945, which was its first full year of 
operation, Tennessee's sales and transportation of 
gas amounted to approximately 73-1/2 billion cubic feet 
In 1957 sales and transportation volume had increased 
tCoepproximately O74 biliton eupie tect. a Wecas 
Eastern Transmission Corporation went into operation 
in LOT, in 1940, 1ts Pirst full year loreocercs ica: 
it had sales of approximately 118 billion cubic feet. 
In 1957 its sales had increased to some 558 billion 
COLE eet. . Uranscontinenvakh Gas Pipe Gane 
Corporavion: went into operation in 195] and its 
sales in 1952 were approximately 191-1/2 billion 
Supe Teev, In 1957 they were, approximately 
233 billion cubic feet. It is now asking the 
Commission to authorize another major expansion 
Otawes. DIDS line syevetl. 

The rapid and spectacular growth of 
(he meaturaleas industry to the status of ( [he 
sixth largest industry in the United States has 
created many problems for all branches of the 
industry, the Federal Power Commission, state regulator 
agencies, the coal industry, and many other segments 
of our economy including the ultimate consumer. 


Some very serious problems remain to be solved before 
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elt elemenvs of the consuming publicurecei verte 


protection they deserve. 


THE CHATRMAN: Thank, you very much; Mr 
Nan oCOyor , Mr, Hall and gentlemen, I think that 
this room is required for a period of approximately 
three-quarters of an hour for a memorial service to 
the late Dr. Warner, who passed away suddenly over 
the week-end, I think that now we shall adjourn 
until eleven forty-five, when we will reassemble in 


ikl Suede OOn:: 
---Recess, 


THE CHAIRMAN: The. Commis sen Wah snow 
resume its hearings. i ead ls HOUR SFE 

MR, HALL: Thank vou, Mr. Chairman: 

Under date of March 420; 21050, heuRovas 
Commission on Energy transmitted to our group a 
letter wherein it was indicated that the Commission 
would be interested in our views. on the relavionship of 
econservation to the practice of allowing navbural gas 
"SO be sold on an interruptible and/or ‘dump! basis 
Poineust ry.” The letter pointed out that this matter 
has been the subject of Federal Power Commission 
consideration in administering the Natural Gas Act 
since 1938. The letter concluded by indicating 
that the Royal Commission hearings had not thus far 


De ee 


produced testimony on this important subject matter, 


—____|| Accordingly, we have undertaken herein to present 
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for Commission consideration information reflecting 
the experience of the United States’ coal industry 
with the problems posed by the sale of natural gas 
on an "interruptible" or "dump" basis in industry 
and SNe inverse welationship of this practiced 
sound principles of conservation and the necessary 
maintenance of a balanced fuel economy in the United 
States. 

This phase of our submission will be presented 
by JEROME J. McGRATH, Esq., who has had wide experience 
aS ain Aculve participant im’ the trial or \Mederal 
Power Commission cases on behalf of coal, railroad, 
ead Tabor antervenors ¥ vr. MeGrath will present 
our views with respect to important questions bearing 
upon conservation and industrial dump sales. eiThe 
Cua luireeacions: of Mir. MeGratheror this) assieomene 
are set fortn herein below: 

Jgerome J. McGrath is: a partner in the 

firm of McGrath and McGrath, Attorneys at Law, 

520 Shoreham Building, Washington, D.C., and 

fete vso General Counsel of Fuels Research 

GOuncik» MLN s Mr. McGrath is a 1947 graduate 

of Georgetown University College of Arts and 
Gaienees with a Bachelor Of schence degree. 

He received his legal education at Georgetown Unive: 
sity School of Law with an bbe wini. LOSCy 


Since 1951 Mr. McGrath has been 
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almost continuously engaged in the active 
Uriel of, and parvicipation in, naturalgas 


matters before the Federal Power Commission 


OQ 


of the United States, representing competitive 
fuel and transportation interests, principally 
the National Coal Association, the United Mine 
Workers of America, Fuels Research Council,Inc., 
the Anthracite Institute and various coal 
Carrying railroads. 
Mr. McGrath is a member of the Federal Power 
Bar Association and 18 a member of its Execu- 
tive Committee. He belongs vo the American Bar 
Assocracvion and i8 admitted to practice beLrore che 
United States Court of Appeals for tne District 
of Columbia Circult and the Unived, Scates 
Daspricy, Court for che Distrmicy of Colmmoia, 
He is the author of an article entitled "Federal 
Regulation of Producers in Relation to Conservati 
of Natural Gas" which appeared in the June 1956 
Georsetown Law Journal. 
MR. JEROME J. McGRATH: Thank you, Mr. 
Halt and Mr. Chairman, 
VILE CONSERVATION. Conservation as 
we use the term is intended to cover the economic 
aspects of that problem and, more particularly, the 
concept of inferior vs. superior uses of this limited 
natural resource in relation to Federal Power Commissioti 
control and regulation. 


The use of natural gas as boiler Tuell 
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generally recognized as an inferior use tovbe avoided 
except in instances where the public interest clearly 
requires its expenditure, ThetPederal Power 
Commission has expressed this view from time to time 
but has not established a definite policy on the 
conservation of natural gas by specific regulation 


of its end use. Most observers agree that the 


Federal Power Commission would prefer to have a 


Specific legislative mandate conferring upon ait the 
authority to exercise sound principles of conservation 
in the administration of the Natural Gas Act -- but 
the stature now stands mute with réespech vo this 
mmpomvant publve obligation.” 10 us kcervarn that ithe 
absence of ‘statutory languase in’ the fielasorteonserva- 
tion accounts for a large measure of the hesitancy of 
tae Commission to accept the challencse ol thst oubplic 
Gyumucatvon, However py ule nhasinet been euvirelw sien: 
Gm Bits (Subject. 
In the Matter of Mississipp. River fuel 
Corporation, Docket No, G-1995, the Commission said: 
"We have repeatedly held that the use of 
natural gas assboiler fuel isan inferior Usaze 
and that, ahibevie is ner tome Menied tii aim 
situations vit should be permitted only cuca 
positive showing that it is required by public 
| eee and necessity." 


And as long ago as 1940 the Commission's 


20th Annual Report to Congress stated: 
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"General use of natural gas under 
bowlers Cor the production of Steam 3s, 
however, under most circumstances, of very 
questionable social economy." (Page 79) 

The instances wherein the Commission has 
followed a conservation policy have been rare indeed. 
ini948, for instance, it issued a certificate to Trans— 
eoncinemudal Gas Pipe Line Company, Ine., vo vransporn 
eas trom Texas and Louisiana for resale in Une 
Middle Atiantic Staves. in that case 10 noted 
that large amounts of natural gas were proposed 
GO De (0L0 O1 an ancverruptible Dasis Gor uncer! vein 
bottlers am electric power plants.” Aeccordmmery . 5 
required Transcontinental to study tne Leastoiiacy 
of underground storage as a means of eliminating 
weer aterrupvible boiler Duel Celivertes:.) = s.mce 
that time, by a series of expansions, all authorized 
by cae Commission, Transcontinental’ Coller tues 
sales have increased alarmingly and to date it has no 
storage project of its own in operation, and only 
fecenoly Filed an application-for @ cervuLiacave 
requesting authorization to provide storage service, 

History amply demonstrates the fact that 
the Commission has given only lip service to the 
theory of conservation by controlling the end use or 


natural gas. In actuality it has permitted such 
4 


sales to grow and expand in astonishing proportions. 


The records of the Commission show that whereas in 
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1948 478,097,000 Mcf of gas were used in electric 
utilities, in 1957 1,239,310,686 Mcf were used, 
am snerease Of 159 Der cent. This shortsighted, 
spendthrift policy of the Commission has been a 


Principat cContripucine Pacvor mos. only cor the 


rapid depletion of the reserves of natural gas in 
the United States, but also has accentuated the demand 
for gas in the field with the resultant rise in the 
cost of gas. It is axiomatic that the pressure of 
rising gas demand upon the supplies available can 
and does push the price up. 

If we were to take only the boiler fuel 
e265 UseGd in electric utiliivves tiene Uses. 2h 
Hoy and rélate it to the estimate Submitted to wou 
by the Petroleum and Natural Gas Conservation Board 
of Alberta reflecting proven and probable gas reserves 
Giese) tribiion cubic Peet, 20 can be seen vhat or 
this single use alone Alberta's reserves would last 
less than seventeen years. Using British American 
Oil Company Limited's estimates of producible 
reserves in Western Canada of 28.591 trillion cubic 
Feen, they would last only 23.2 years. The ual icy 
figures used above do not: reflect: gas: used for borier 
fuel in other industrial establishments. The market 
estimates in the Midwestern case, for example, indicate 
Ghate in the first year 75 per’ cent of the toval saves 
by distributors are on an interruptible or overrun 


basis. One distributor alone, Iron Ranges Natural 
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Gas Company, whose supply WOULG DE Stractis Canadian 
gas, would have industrial sales amounting to 96.7 
PeGyceny.or its first year Saless.reducing oe 


Of 72 per cent anithe Pitthsyear,; 
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The producing States have taken great 


strides in reducing the physical waste of gas, 


economic waste. Most producing States presently 


control the production of gas by imposing certain 


but little or nothing has been done to eliminate 

requirements on producers, such as pooling, 
unitizing, raable taking, allowables, well-spacing, 
elimination of flaring and minimum price fixing in 
areas of production. But in none of these pro- 
duction regulations is there any concern for the 
end use of gas. In speaking of waste, producing 
States generally refer to prevention of physical 
waste of natural gas which might otherwise be 

| sold at a profit, without regard to the economic 

| waste of a commodity used to undersell a competitive 
rue. 

In the famous Phillips decision of the 


U. S. Supreme Court, which has been mentioned to 
you before with varying degrees of reverence or 
Supreme Court ruled that the Federal Power 


aversion by others in these proceedings, the 


Commission had control over the producers who 
sold their gas in interstate commerce. Some 
producers to avoid regulation have removed their 
product from the market, others have sold only 
within the State of production and others have 


entered into contracts directly with the consumer 


Thisilattersapproach) is) of sfairly<recent 
SeLeinm, However, already several applications 
for facilities to transport the gas for the utilities 


| 
thus removing the sale from Commission jurisdiction. 
| 
have been presented to the Commission for its 
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approval. pome of these applications are still 
pending, but in at least one instance the 
Commission has approved the construction of 


facilities to transport gas purchased in Texas 


Cone Used, in sleéctric: generating: Taciiatiessan 


PLor vag, But more important, it appears to be 

a growing trend in the United States. so here 

we find the producing States not concerning them- 
selves with what the gas will be used for; the 
producer and the consumer circumventing reulations; 
and, the Federal Power Commission, in at least one 
instance So far, permitting facilities to ‘be 
constructed which would be used to transport gas 
LO De eared under DOoLlers., 

It. iS net our Invention Mere to imply 
that the use of natural gas in large steam 
generating boilers is the only inferior or "low 
value" use to which natural gas is presently being 
PuGreOuy Lt, 18. quantitatively. the farses, single. 


economically wasteful use now prevalent. The 


Geiligation of natural gas under boilers of elec- 
)} trac Generating stations is the use for which we 
| presently have the most accurate information 

| statistically, and is the "inferior" use to which 


the attention of the Federal Power Commission has 


| most frequently been directed over the years that 
| 

1 the Commission has been administering the Natural 
| Gas Act. 

| 

coal interests for many years have actively 


TX, INTERRUPTIBLE DUMP SALES: The 
participated in proceedings before the Federal 
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Power Commission in attempts to dissuade the 
Commission from permitting boiler fuel sales 
where coal is readily available and at reason- 
able cost. For the most part, natural gas 
sales for this lower form of use are made on 
an SnterrupuLple ‘or ‘duno basis’ This 1s Drought 
about by the attachment of a high space heating 
load, which is a low load factor use, thus creat- 
ing deep valleys of off-peak gas available on an 
interruptible basis. We have urged the 
Commission to take positive steps to diminish the 
off-peak dumping of natural gas, but to little 
avail. This could be accomplished in at least 
three ways: (1) Placing a volumetric limitation 
on the annual amounts of gas sold to the distributing 
companies, thereby restricting the amounts available 
for off-peak dumping; (2) requiring the dis- 
tributing companies as well as the pipe line 
companies to make maximum use of storage facilities 
available and encouraging the development of new 
storage fields; and (3) discouraging dump sales 
at below cost by regulating rates in such a manner 
as. to effect a minimal use of gas’ for boiler fuel 
purposes. 

As Mr. Van. Scoyoe Nas pointed out, ee 
is not imperative that distributors or pipelines 
operate on a 100 per cent load factor basis. 
Gonsequentiy, if the boiler fuel use of gas were 
curtailed by reduction of load factors to in the 
neighborhood of 60 per cent to 70 per cent, the 


remaining reserves of natural gas could be pre- 
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operation may increase slightly the cost of gas 
to the ultimate consumer, but the increase, in 
most instances, would be so small when compared 
to the over-all, long-run benefits to be derived 
by extending the life of gas supply, that it be- 
comes insignificant. 

The potentialities of storage operations 
in the United States have not been adequately 
explored. However, nearly everyone recognizes 
the merits of this type of operation. Storage 
evens out the swings by transmitting gas from the 
source of supply into storage during off-peak 
periods and subsequent withdrawal to meet peak 
requirements. As a consequence, less transmission 
capacity is required thus reducing the cost of 
transmissicn facilities required to meet peak 
demands and, in addition, minimizing the off-peak 
capacity available for dump sales. 

The Federal Power Commission has en- 
couraged the development of storage and some of 
the transmission and distribution companies have 
or are attempting to develop storage fields, but 
the lack of a firm policy on the part of the 
Commission in this regard definitely has retarded 
its proper growth and expansion. 

As pointed out hereinbefore, the Federal 


served for higher purpose uses. This type of 
Power Commission has a limited jurisdiction over 
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rates as a method of conserving natural gas for 
Superior uses. Simply stated, there is no rate 
regulation dealing with the conservation aspect, 
This has enabled producers and pipelines to dump 
natural gas into power plants and other inferior 
uses at a price just below the competitive price 
of coal and other fuels merely for the sake of 
capturing that market, without regard to the real 
Or social costs, By social costs we mean the 
use of natural gas in displacing another more 
abundant fuel in plentiful supply and creating 
hardships in an industry already supplying the 
market, while at the same time rapidly depleting 
the limited natural gas reserves. social costs 
take into account not the short-range disposal 

of natural gas, but, rather, the long-range conser- 
vation of gas for superior uses. 

For natural gas is possessed of special 
qualities. it is particularly sultaglersor 
superior uses such as cooking, refrigeration, air 
conditioning, and water heating in homes and 
commercial establishments; in metallurgical pro- 
cesses for annealing and heat treating of metals 
where high temperature and close temperature 
control are required; in the chemical industry 
as a raw material from which many useful products 
are derived; and in other special advantage uses. 


It is truly a premium commodity. Yet cach year 
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mcreasingly greater quantities of natural cas 

are wastefully burned under industrial boilers 

and in large steam electric generating plants and 

iO Ocvher Interior uses, as, for example, in bie 
manufacture of cement. Invariably where gas 

is dumped into large industrial plants for inferior 
DUPPe@Ses Or in electric Peneration stations-in 

coal consuming areas, it results in the displacement 
of large quantities of coal. 

Mr. Justice Jackson of the Supreme Court 
of the United States, in his supplemental opinion 
in a natural gas case before that body, eloquently 
described the problem of conservation and the 
necessity for avoidance of interruptiblie dump 
sales in this manner: 

Mie heart of this problem is the elusive, 
exhaustible, and irreplaceable nature of 
Mavural Cas 1 UseLt, Given sufficient money, 
we can produce any desired amount of rail- 
road, bus, or steamship transportation, or 
Communi Cations Taclii ties, Or capacivy aor 
gpeneration of electric energy, of fOr tie 
manutacture of gas of @ ieind. in tne 
service of sucn utilities one customer has 
Little concern with tne amount taken by 
another, one's waste will not deprive another, 
a volume of service can be created equal to 


demand, and today's demands will not exhaust 
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or lessen capacity to serve tomorrow. But 
the wealth of Midas and the wit of man cannot 


produce or reproduce a natural gas field.” 
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MR. HALL: By way of conclusion, 
on behalf of our group today I would like to point 
out again it has been our purpose to illustrate 
to your Commission the infirmities which we believe 
exist in the Natural Gas Act in so far as they re- 
late to the conservation of natural gas through 
regulation. In summation, may we say that be- 
cause the Federal Power Commission has not been 
specifically directed by the Congress to preserve 
natural gas by control of its end use or to 
affirmatively establish a national fuel policy, 
it has not adopted a firm, forthright conserva- 
L200 policy. The end result, as I said earlier 
in this statement, has been the extravagant waste 
of our natural gas resources to the point where 
the life index of our natural gas reserves has 
fallen each year for the last twelve years and 
has reached the danger point of 21.4 years' supply. 
You still have the golden opportunity to protect 
the useful life of your natural gas reserves 
and at the same time preserve a fair and balanced 
fuel economy in Canada. 

Accordingly, we submit for your con- 
sideration suggested recommendations which are 
presently lacking in the Natural Gas Act in the 
United States. The Federal Power Commission 
is not now vested with the power over direct 


industrial sales of natural gas. Control over 
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this type of sale, coupled with a specific direc- 
tive to protect the public interest by adherence 

to sound principles of conservation, would go a 
long way towards establishing a sound fuel policy. 
There should be a duty on the part of the reguila- 
tory body to (1) recognize that defense and 

economy measures require the maintenance of the 
productive and supply capacity of the several fuel 
industries, including coal, and (2) give effect 

to sound principles of conservation in the utiliza- 
tion of natural gas in order to preserve available 
reserves of this valuable fuel, in agd2c20n, 

that in any rate making formula special prohibitions 
against the sale of natural gas at 4 price less than 
Les costs, tneluding the cost of Transportation and 
Sale, plus a fair proportion of the fixed charges 
should be included. This latter position would 
serve to establish and preserve, at least in part, 
a competitive balance between natural gas and 

other competing fuels. All of which would be a 
step in the right direction towards the achievement 
of the necessary goal of a balanced fuel economy 
in your nation. 

Not only will such built-in regulations 
prevent useless waste of time in interpretation and 
experimentation, but a sound over-all national 
fuels policy will be established for future genera- 


tions. This opportunity for us has all but 
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vanished -- your opportunity still knocks on the 


door of the future, 

On behalf of my associates in this pre- 
sentation, and the organizations for which we speak, 
I wish to again express appreciation to the Com- 
mision Chairman, Members, and Staff for affording 
us the opportunity to participate in these pro- 
ceedings, It is hoped that this submission will 
serve some useful purpose in assisting your Com- 
mission in the formulation of its policy recom- 
mendations in the energy field. We will be lad 
to answer any questions you may have falling 
within the framework of our active experience 
under the Natural Gas Act and before the Federal 
Power Commission. 

Also present at the table here today is 
Mr. John A. McGrath, Assistant General Counsel, who, 
if there are any questions, we would respectfully 
ask that he also, in the light of nis  expenicence, 
be permitted to participate. 

Thank you. very much, 

THE CHAIRMAN: Then sou, . Mae ae. 

Mr. Pattilloc 

Mey PRE Thank you, MP. Chairman, 

In the first part of your submission there 
are references on two or three occasions to a phrase 
that I am not sure that I understand. It appears 


at the top of page 15 -- "the jurisdictional 
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business of the pipeline company." What does 
that phrase mean? 

MR. VAN SCOYOC: Sir, the jurisdiction 
of the Federal Power Commission with respect to 
rates is limited to sales or resale at interstate 
commerce. In other words, the gas must then 
be sold to someone else for ultimate consumption. 
Gas which is sold by the pipeline company for 
ultimate consumption itself is not subject to the 
rate regulation of the Federal Power Commission, 

Mi PAVE ECO: SO that 2f ar pipeline 
company is selling to a distributing company, that 
eomes within the jurisdiction, af iv is er distri 
buting company in a state other than the state in 
which the gas was purchased by the pipeline company? 

MR. VAN SCOYOC: Tacs COrrecu, Git. 

MR, PATTILLO: BU At {Chea psbe. sae 
company purchases gas in a state where it is pro- 
duced and then takes it to another state and sells 
it directly to the consumer, then there is no 
jurisdiction in the Federal Power Commission? 

MR. VAN SCOYOC: No jurisdiction over 
any price at which it may be sold. There is 
jurisdiction so far as the transportation of the 
gas, and permission must be had of the Commission 
under Section 7 of the Act in order to make that 
Sake The price itself is free from regulation 


by the Federal Power Commission. 
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MR. PATTILLO: Is it regulated by any- 
body? 

MR. VAN SCOYOC: It may be by a state 
regulatory commission, although experience has 
been that the bulk of those sales are not regulated 
as to price by any regulatory commission, 

MR. HALL: Mr, Pattillo, may i inter- 
pose something in connection with your question? 

We were interested ourselves in the question of 

what degree of other regulation covers direct 

sales. We made a survey of the forty-eight 

states -- now are soon to be forty-nine, in spite 
of that perhaps we would have made inquiry in Alaska 
as well, and out of the forty-eight states only 
seven commissions felt, through their legal counsel, 
that they had any jurisdiction over such sale’, 

Out of the seven states only about four actually 
exercised any control over direct industrial sales. 

MR, PATTILLO: - Now, 18 2 limived <6 
direct industrial sales? In other words, could 
you. avoid regulation of price by having one company 

buy from the producer, transport and sell directly 
to all the consumers in another state? 

MR. dy... MCGRATH: Mr. Patultllo. are you 
there speaking of the pipeline company transporting 
gas for direct sale to ultimate consumption by the 
consumer? 


MR. PATTILLO: Yes. 
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py fu emres WMCGRA TH: The transportation 
of that gas would still be subject to F.P.C. 
iupisdietion. If it is a pipeline company that 


has no resale business, it would be my opinion -- 


perhaps Mr. Van Scoyoe would differ with me -- that 
Giewrave: Woudd not be. eubject to: BIPLCh Wurisdiction., 

MR, VAN SCOYOC: hap Le icorreces) tthe 
wace uUbselinwould not. bensubjectuco PuP Cee nurts-— 
diction. if there) was any regulation 10 must be 
by the state regulatory commission. 

MR, PATTILLO: And most of them do not 
consider they have jurisdiction to do so? 

MR. VAN SCOYOC: Not so farias these 
large industrial sales are concerned. LEA GO LS 16a 
sale direct for consumption, yes, that would in 


most instances be subject to F.P.C. jurisdiction. 
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MR. PATTILLO: What is the distinction 
between a direct industrial sale and a direct sale 
to Householder? 

Mie VAN SCOYOCG; Well, there is really 
no Cistinetion other than the fact. that the: industrial 
sales are usually on large volume characteristics, 
and the State Commission may not have jurisdiction 
over that type of sale, or they may not exercise it 
fee oheyerdo have jurPSsaVevLorn: Generally, they would 
exercise jucisdiction if iv ws a sale Por domestic 
purposes. 

MR. PATTILLO: Now, page 10, when you are 
dealing with the cost method of regulation, you say 
inethe first complete paragraph in that pages 

"Tncluded in the annual cost of service is 

the cost of gas purchased fromsother producers 

or pipeline companies". 
Now, if E understand the "Paillips case Whar speace 
for gas purchased is now a matter of review by the 
Federal Power Commission, is that correct? 

MRe VAN SCOYOC: “Yes, that is correct. 

MR. PATTILLO: Prior to that time it 
was not being reviewed. MANY pricey couldrbe paid 
and it was taken in as part of the cost of service, 
Tsethao correct? 

MR.’ VAN SCOYOCS Yes, as farvas! purchases 
from other producers who are not pipeline companies. 


MR. PATTILLO: Now why was the change 
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brought about? 


MR. VAN SCOYOC: Well, the change was 


brought about simply by reason of the decision of 

the Supreme Court whichheld that the time the Natural 
Gas: Act was passed in 1938 that Congress intended it 
to cover all sales of gas for resales and Interstate 


Commerce regardless of who made them. 


MR, PATTILLO: The reason... am: ingviaine 


about this is we have had people up here before us 
who have said that if we have an Energy Board created 
tivanades. itis all right, to- resulavexeose ola trans— 
mission, but that it would be a mistake to regulate 
Che cost of the cas. atthe: welinead or) Gnerscarberincg 
Polat, Now, from your experience in the States is 
there any good reason in your opinion why the price 
paid at tre wellhead should be subject to regulations? 

MR... VAN SCOYOC: .Mes Pattalio, ghvenswerine 
your question I want to make it clear that I am giv- 
inz my own personal opinion. I do not know what 
the position of the National Coal Association might 
take with respect to that question, but in my 
personal view regulationat the wellhead or at the 
entry to the Interstate Pipeline is necessary if the 
public is to be protected in receiving gas aura 
reasonable rate. 

That is my conviction based upon observa- 
tions of what has transpired in the United States. 


MR, HALL: Li wniente say yee.  Paccitlo, 
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and to the Members of the Commission, that Mr. 
Van Scoyoc is indeed a private consultant. We 
brought him knowing full well that he was no 
captive witness of ours, and we have invited him 
to offer his personal views. 

The National Coal Association, generally 
Speaking, is opposed to undue or excessive govern- 
ment regulations which might be a general statement 
Of 0d cy. 

MRA, PAP ILLO: Parviculariy ii. 0 yeane 
to be the coal industry that was being regulated? 

MR. HALL: indeed so”. Ht has been in 

the past, and it worked out disastrously from the 
public interest point of view. 

MR. PATTILLO: Now, I want to be sure 
that we clearly understand how this rate base created 
py che PPC, works, Supposing you had a company that 
had facilities that had cost $500 million; $400 
million had been supplied by borrowed capital, 
$100 million supplied by equity, am I correct in 
thinking that the cost of service is calculated 
so that when you speak of the 6 Hy per cent rate 
return you are speaking of the 6 1/2 per cent on 
the investment at $500 million and one of the 
costs that is taken into consideration is the 
interest that you pay on the borrowed $400 million? 
In effect, equity which has put in $100 million is 


getting a return from the commencement, not of 
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6 1/2 per cent on its $100 million, but five times 
that much because it is getting it on the $400 


miliion which it has borrowed? 


MR. VAN SCOYOC: Maybe I can explain, or answ 
your question by giving an illustration using the same 
figures that you have used: the $500 million would 
met be the capital cost of Ghe entire project. “ip 
zoes into the rate base that would be subject to 
Gequetvion Tor crude depreciation, anc: an addition 
for working capital. That would be the rate base. 
the race of return which is applied ds applied to 
tne toval rate base, In other words, ih on an over= 
all basis it was determined that 6 1/2 per cent was 
a faar rate of return, Lt would apply vo the envire 
$500 million. 

in VPA iso): Right. 

MR. VAN SCOYOC: Now, however, the company 
having borrowed $400 million at say 4 per cent and 
puLving in $100 million by equity, those ratios and 
the respective costs of those two types of capital 
would be used in determining whether or not the 
6 1/2 per cent of return was a fair rate of return on 
an overall basis to be applied to the $500 million. 

MR. PAPTILLO: Yes, but am I not correct 
27 Us that having determined the rate of return 
on your rate base of $500 million, you are not required 
to pay out of that $30 million as the case may be, 


‘ or $35 million the interest on your funded gebv of 
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$400 million? YOus@eb that apart from the wcoeu. 


You can charge the interest on your funded debt 


as part of your expenses? 


MR. VAN SCOYOC: NO gp: VOU CARO U yt. 


hee PORTE ELI OID A SEIN 


They have Do.pay the dinterést out of the rate of 
Pevurn. © In-othen words, the interest itself Goes 
noe come ito thé cestwot service, 

MAsreAlTT Toho: PT see, So cvnat To thas 
extent the gas companies operate on an entirely 
aafferent principle than the oil companies do? 

MR. VAN SCOYOC: Well, I would say at 
teaey, the rezulaced sas companies certaimiy do, 

Mr ecP ATE EGLO ¢ Then the oil pipelines 
arep as Iwas susgestine a few minutes ago in bovk 
of thelr operatbons, they noc onky Set. tie return 
on the rate base, but tney charge as an expense 
the interest money whicn they need before determin- 
ine how much money they have to have? 

MR. VAN SCOYOC: i at NOG fami ar STi, 
Wit your 011 pipeline companies here, buy 1 do 
know that in the United States the interest must 
Come out of the réturn such as T have descrived 
with respect to gas companies. 

MR. PATTILLO: Oh, 18 that so? 

MR. VAN SCOYOC: ¥Yegeuui’. 

MR. PATTILLO: It would work exactly 
the same? 


VAN SCOYOC: It would work the same 
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way in the United States. 

THE CHAIRMAN: I have an impression, 
Me. Patcillos) that that point was not made 
sufficiently clear at our hearings in Toronto, 
in thinking about it afterwards, I know of no rate 
base where the INCerest On Gébt is not required to 
be met out of the rate of return rather than as an 
expense in determining th rate, 

£ do not think that was made sufficiently 
Clear when that question was brought up in connec- 
tion with the pipeline companies at our hearings, 24 
LOPOR TOR 

MR. PATETLGLOs Well, I certainly am 
confused about the matter. 

THE CHAIRMAN; Yes, Lf understand. 

Mi. SPATTIELG: Would you Like to asic 


any Purther questions on that, Mr. Chairman, before 


MR. CHAIRMAN: No, I think that is clear 
to me as far as the practice in the States is concerned 


On these gas lines. 
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MR. COMMISSIONER HOWLAND: Nir Paviillo, 
could I ask one further question on that? hee 
Van Scoyoc, if you borrow from the bank, the interest 
on that money would be allowed as an operating cost, 
Ler that corree:? 

ME VAN SCOYOG:. “No, Sin, ac woudd wou. 

No interest is allowed as an operating cost. 

MR, COMMISSIONER HOWLAND: Thank you. 

Mi PATE ELEO- In view of what you have 
fuse Deen telling me, would you: look et pace 1.7 
You say: 

WBecause of thé high leverage avariaple 

for equity capital in pipe: line company 

capital structures, an over-all rate of return of 
6 per cent usually results in a return for 

equity of from 9 to 12 per cent." 

Would you explain that statement? 

MR OVANUSCOY OC 2 a0 Vess (Sint. Taking your 
illustration again of the $500,000,000.00, the 
rate base of $400,000,000.00 of that capital was 
raised through the sale of debt securities, let 
lissaysrat 4 per cent, Of course, for that 
$400,000,000.00 a company would get an over-all 
rate of return of 64 per cent, but it would have 
only to pay out 4, and therefore the additional 
2 per cent would go to the equity and serve to 
raise tne return on the $100,000,000.00 of equity 


from 64 to 9 or 12 per cent, whatever the ratio 
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would come out at. 

MR, PATTILLO: L follow i. Now, on 
page 15, you are explaining there as to the method 
that is employed by the Commission in breaking 
down the demand and commodity costs and allocating 
them, I wonder whether you would just put a 
clear statement for us on the record as to exactly 


what the Commission does in determining what is 


the demand cost and what is the commodity cost. 

MR. VAN SCOYOC: Well, we start first 
with the total cost and the cost of service. In 
obher words, that consists of cost of purchase of 
gas, say, operation and maintenance expenses, taxes, 
depreciation and a fair return on the investment. 
Those are the ingredients in the cost of service. 
Those costs are first divided between fixed’ costs 
and variable costs, the variable costs being those 
costs which in many instances vary with the volume 
of gas that will be transported through the line, 
and the fixed costsbeing those costs which do not 
vary directly or appreciably with the volumes. LG 
has been the Federal Power Commission's allocation 
method, which is called the Atlantic Seaboard 
formula. . It involves the devision, first, of 
those fixed costs equally. 50 per cent of those 
costs are then assigned to what is known as demand 
function, and they are allocated to customers and 


classes of customers on the basis of the peak 
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responsibility of the various customers at the 

time of the system peak period. The remaining 

half of the fixed costs, plus all the variable 
costs, are then allocated between customers and 
classes of customers on the basis of the annual 
volumes of gas which eacn of those customers or 
classes of customers take from the pipe line. So 
you have two classes of costs finally brought to- 
gether to determine the total cost to any particular 
customer or class of customer. 

Mn PAL TEE: So that you then have 
@ person who is using interruptible gas paying his 
proportion of the variable expenses and a part of 
the fixed expenses? 

MR. VAN SCOYOG: — Yes, sin. 

MR. PATI EGLOs Depending upon the 
Gieanvity Of fas. that Ne Look, during Ne wear  buL 
not contributing to the demand? 

MR. VAN SCOYOC: He does not contribute 
to the demand unless he is taking gas through the 
system peak period, in which case he would be 
assigned a portion of the demand costs. 

MR PATTUGGO. Now, on page 15, you say 
in the last complete paragraph: 

"Generally speaking, the respective demand 
and commodity costs resulting from the 
allocation procedures which I have described 


are used as the basis for computing the 
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two-part demand and commodity rates. However, 
in recent years there has been a marked effort 
on the part of some natural gas companies to 
depart from these allocated costs and to 
increase the demand rate above allocated 
costs and thus decrease the commodity rate 
below allocated costs." 
Now, has there been any success achieved 
at all in that? 
MR, VAN SCOYOC: Yes, there has been some 
success achieved, 
1 ma 2 Ba ESP Would you develop that 
a List re. COr Us7 
MR, VAN SCOYOC: I think the best 
illustration of that is the Northern Natural Gas 
Company, which serves the Mid-west region running 
on euline up to St. Paul and Minneapolis jand perts 
of Nebraska and Iowa. They asked the Commission 
to permit a rate to be charged for resale business, 
which involved pegging the commodity rate in various 
zones at levels which were less tnan the rate would 
have been had the Commission's Atlantic Seaboard 
formula been applied precisely to their operations. 
There have been a few other cases where there 
has been some of what we call tilting upward of 
the demand rate and consequently lowering of the 
commodity rate. 


MR, PATTILLO: Now, you go on to say 
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in the last sentence of this paragraph: 
"This argument is supported by the claim 
that the natural gas industry needs to make 
interruptible sales for industrial use in 
order to secure a high load factor operation, 
which in turn will result in a lower cost of 
service, particularly to the domestic and 
commercial consumers." 

That is a valid argument, is it not? 

MR.» VAN’ SCOYOG: Ses, sirs thavas-an 
argument which is made, but which in my opinion 
is greatly overdone, greatly over emphasised. 

MR. PATTILLO: Well.“ or it nota’ face 
that, if you are merely selling to a low load 
factor consumer, your costs are going to be way 
up, your costs of operation are going to be up, 
and the consumer will have to pay for it? 

MR, VAN SCOYOC: That is particularly 
true when you have a load factor on a pipe line 
company which is in the low range of 50 per cent 
OrPiess. 

MR. PATTILLO: Yes. Now, if that 
pipe line company can increase its load factor 
by selling gas to a distributing company which 
in turn sells it as interruptible, does that not 
result in reducing the cost to the other consumers? 

MR. VAN SCOYOC: That would follow, because 


the more units of gas that you can put through the 
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dine with a fixed cost, of course, it lowers the 
lmitrcost. There is, as I have tried to point 
out, a serious problem, however, particularly 
when it is necessary to sell the interruptible 
gas at such a low price that that price does not 
really recover any substantial part of the fixed 
costs. In other words the margin between the 
out-of-pocket costs of the gas and the out-of- 
pocket costs of operating the pipe line and the 
price at which the gas is sold for interruptible 
purposes is so slight as not to make any real 
contribution to the over-all cost of operating 
the system. Then, if that is done, if those 
interruptible rates and the rate structure is 
predicated on departures from the use of cost, 
that is, if you artificially would raise the 
demand rate and lower the commodity rate in order 
to capture that particular interruptible business, 
it does put a burden on the low load factor 
domestic customers because they are charged with 
demand charges which they would ordinarily would 
not have to pay. 

MR. PATTILLO: Well, I will pursue 


that further after lunch. 


THE CHAIRMAN: We shall now adjourn 
until, say, 2.590. this afternoon, That should give 
us time enough. Does Counsel agree? Is that 


satisfactory to you, Me. Hall? 
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MR. HALL: Veo Sane 
THE CHAIRMAN: Unt ii 50 chis 


areernoon in this Chamber, 


--- Whereupon the proceedings adjourned at 12.38 p.m. 
tO >be resumed at 2.350 p.m. 
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---On resuming at 2.30 p.m. 


THE CHAIRMAN: The Commission will now 


resume its hearings, lin, Patellyo? 

MR, PATTILLO: Thank you, Mr. Chairman, 

Just before lunch we were dealing with 
this matter of interruptible gas. Now, do you 
agree with me that. if a pipe Mine ws not selling 
direct to a consumer but only to a distributing 
company, and is selling at a load factor of, say, 
90° per cent, then it is simply selling gas as a 
commodity at a load factor and the problem of 
whether the gas is ultimately used as interruptible 
or Something else does not enter into the picture? 

MR. VAN SCOYOC: Certainly not, as far 
as the rate making is concerned under the Natural 
Gas Act. 

MR, PATTILLO: Then we come to a distri- 
puting company that has bought the gas from a pipe 
line company at, say, a 90 per cent, and it has a 
firm load factor of, say, 45 per cent, firm custo- 
mers, and that is all their load is, but it has 
had to buy, in order to get the cheapest price, 
at a 90 per cent load factor: now, is not the 
distributing company's problem the question as to 
what it is going to do with this over-supply of 
gas which it has on hand and provided it sells 
that gas at no less than it cost is there 


anything wrong with it? 
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MR, VAN SCOYOC: Well, it should recover 
its cost, and by "cost" I mean not only the amount 
which it might pay the pipe line company at the 
commodity rate but also any cost incident to its 
own operation in putting that gas into somebody's 
plant, and, of course, the larger contribution 
that interruptible sale can make to the total 
revenues the better advantage the company will 
have and also the ultimate consumers who use it 
on a firm basis. 

MR, PATTILLO: Yes, the chap who has a 
house where he has a gas stove and everything, he 
gains if the remaining 45 per cent has been able 
to be sold at something more than cost? 

MR. VAN SCOYOC: At something more than 
cose, yes, sir. By "cost" I mean the full cost, 
not some artificial cost. 

MR. PATTILLO: NOU ca Wed ahve Let us see 
what this problem of artificial versus real cost is 
for a moment. Do you agree with me that every- 
one has no difficulty in ascertaining what the 
total outgo is, but when you come to allocate that 
outgo it is purely a matter of judgment? 

MR, VAN SCOYOC: It is judgment based 
upon the application of certain principles. 

MR, PATTILLO: But there is a margin 
of error in allocation that cannot exist in as- 


certaining the total cost? 
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MR. VAN SCOYOC: That is true. 

MR. PATTILLO: So that one person, by 
applying one formula can achieve a different re- 
sult than another person by applying another for- 
mula, but if they both come up with the aggregate 
gross return, is there anything wrong with it? 

MR. VAN SCOYOC: Well, assuming that 
the allocators have followed proper principles 
of cost allocation, certainly there would be 
nothing wrong. 

Mie PATTIGLO: What I am looking for 
is help from you so just go right ahead. I am 
not expounding any viewpoint in this thing; I am 
looking for help, but it seems to me that provided, 
by applying one method or another method, you come 
up with the same aggregate then there is no any- 
body who can really say there is anything wrong 
with one method or the other. 

MR. VAN SCOYOC: Well, certainly so far 
as the pipe line company is concerned it gets its 
total cost of service. It would get enough in 
the form of revenues to take care of all its opera- 
ting expenses and provide them with a fair return. 
Now, the question then would come whether one class 
of customer has been charged too much and another 
class of customer too little. 

MR, PATTILLO: That gets down to the 


equities between the customers, the class of 
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customers? 

MR. VAN SCOYOC: Yes, pretty largely. 

Mee See iO: Well, if we are down 
there again returning to the distributing company 
which has had to buy at a 90 per cent load factor 
to get the best price, surely the customer that is 
buying firm stands to gain so long as he is not 
making any contribution to the purchaser of inter- 
ruptible gas? 

MR. VAN SCOYOC: Yes, so long as he is 
not subsidizing the purchaser of interruptible gas, 
I certainly would agree with you. 

MR. PARTILLO: Now, I wish you would en- 
large on that. When do you say a customer of a 
distributing company, buying on a firm basis, reaches 
the point that he is subsidizing the purchaser of 
interruptible gas? 

MR. VAN SCOYOC: Well, there is no -- I 
do not think there is any fixed point where you can 
say positively except when the out-of-pocket costs -- 
or when the distributor is not recovering from the 
interruptible customer the out-of-pocket cost of 
that gas. 

MR. PATTILLO: Yes. Well, we have got 
to that, we have agreed that the ascertaining of 
that out-of-pocket cost is a matter of judgment 


in the allocation? 


MR. VAN SCOYOC: Well, of course, that 
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goes back to the principles of cost allocation that 
are employed, the methods of cost allocation that 
ape employed,and I agree it is a matter of judgement. 
MR, PATTILLO: Now, you obviously were 
with the Federal Power Commission when this Atlantic 


principle was laid down? 


MR. VAN SCOYOC: Yes, sir, the Atlantic 


Seaboard case, 


MR, PATTILLO: Now, it has been suggested 


to us that the Atlantic Seaboard principle was merely 
a question of expediency to resolve a situation where 
one group was pressing for a certain allocation of 
demand cost and the other group was pressing for an 
allocation towards commodity, and to resolve the 
thing you cut it down the middle? 

MR. VAN SCOYOC: Well, that is not my 
recollection of it, let us put it that way. 

MR PAUTELLO: Well, could you, tveid, me 
-- and I do not want to embarrass you if you would 
rather not answer the question -- if that is the 
case just say so, but we are looking for help. 

Was there a principle followed in the Atlantic 
Seaboard formula? 

MR, VAN SCOYOC: Well, the basic prin- 
ciple, I believe, was that the sales ot £as, on can 
annual basis were equally as important as the sales 
of gas during the peak period. In other words, 


the Commission took the position that to allocate 
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SA att es 
all of the fixed costs on ene basis of a peak 
period did not produce a fair and equitable result. 

ig PA EGLO: It gave the interruptible 
boys a free ride? 

MR. VAN SCOYOC: Ves. Gai, 

ME PATTILLO: isenedayere 

MR, VAN SCOYOC: And the Commission was 
also searching at that particular time for an allo- 
cation formula which would be easily applied or 
understandable and they hoped it would reduce the 
controversy which they faced in every pipe line rate 
case as to the method of allocation to be employed, 
and it certainly did assist in the matter. 

Vi AWE LLCO: Yes. Well, now, let me 
put this to you, and if you do not wish to answer it 
just say so: supposing the Canadian Government did 
create an energy board and supposing the energy 
board was seeking to lay down a formula and you 
were called in as a consultant, would you be pre- 
pared to recommend to the energy board that from 
your experience with the Federal Power Commission 
and seeing the formula work, that in your judgment 
the best formula that it could adopt would be the 
Atlantic Seaboard formula? 

MR. VAN SCOYOC: Well, so far as I know 
the circumstances of your pipe line operations in 
Canada I see no reason why that method would not 


work equally as well as it has in the United States. 
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MR, PATTILLO: And you, in your judgment, 
in your personal opinion, you think the method has 
worked well in the United States? 

MR. VAN SCOYOC: VES, eo ity leon, 

LL Aa EN el OF Now, may I just speak to 
you a moment about 4a subject that is dear torpr, 
Hardy's heart and that is the storage operation. 
Will you please tell me from your experience the 
significance of storage facilities as you understand 
iG? 

MR, VAN SCOYOC: Well, if storage is 
available, and with a large pipe line, the best 
type of economic storage is underground storage. 
That has the advantage of permitting a high load 
factor operation of a pipe line and at the same 
time greatly increasing the ability of that pipe 
line to supply peak demands during the winter 
months, 

MAPA Loo: Now, do you think that 
it is possible to substitute storage for the sale 
of interruptible gas having regard to the high 


load factor, or must the two complement each other? 
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MR. VAN SCOYOC: Well, certain companies 
that have developed a good deal of storage in the 
United States have virtually gotten away entirely 
from the sale of interruptible gas, particularly 
for boiler fuel purposes, 

MR. PATTILLO: Can you jive us any 
illustrations? 

MR. VAN SCOYOC: Yes. The Consolidated 
Natural SYstem was one, and also the Columbia Gas 
evsveu, the Tennessee -- 

MR, PATTILLO: You mean Columbia in 
Washington? 

MR. VAN SCOYOC: No,Il mean the Columbia 
Gas system, which is a large integrated company 
serving West Virginia, Ohio, Pennsylvania, New York. 
The Columbia system and also the Consolidated system 
are supplied by Tennessee Gas Transmission Company 
Bs one of their suppliers, and by virtvuesor the 
large underground storage of these two systems the 
Tennessee system operates at very close to maximum 
load factor the year round, and without making any 
sales itself of sas for interruptible purposes. 

MR. J.J. McGRATH: Mr, Pattillo, may 2 
add this, that the Columbia system and the Consolidated 
system, as a matter of fact, have a daily volumetric 
limitation on the amount of gas that can be sold 
for boiler fuel purposes and as to the particular 


purposes in the use of the underground storage 
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facilities which are available to those companies. 
MEO PATTILEOi 1 was just totnenios adic 
you -- in the experience of either one of you does 
the cost of storage vis-a-vis the cost of the sale 
of interruptible gas enter into the problem at all? 
MR. J.J. McGRATH: Well, it has been my 
experience that it has not, except that the pipeline 
companies would, in my opinion, prefer to have storage 
available because it does cut down on the capital 
expenditures that are required to loop lines and to 
take on additional markets. so you have a dollar 
saving there which would offset any profit they 
might make from interruptible sales on which they 
ado make a profit. 
MR. VAN SCOYOC: I would agree with what 
Mr. McGrath has nee The pipeline company, like 
Tennessee Gas Transmission Company, as I said, 
makes no interruptible sales; it does deliver 
tremendous amounts of gas to the Columbia and 
Consolidated systems. In addition, Tennessee 
has some storage projects of its own and is able 
to seli the wae which st .sstores gin these ficids 
in the wintertime, of course, at a much higher price 
than they could get for that gas. 
MR. PATTILLO: Nowpuif Lemay. chance the 
subject and come to the subject which is developed 
by you, Mr. McGrath, of conservation and the phrase 


that is used on page 22 of the brief, which apparently 
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someone of uS was responsible for -- "to be sold 
on an interruptible and/or dump basis in industry". 
Now, it doesn't follow, does it, that if you are 
selling interruptible gas you are selling dump gas? 

Mave .o poMieGRATH: Phat Us Corres. 

MR. PATTILLO: Now, when you come to the 
question of conservation, that must all oe based on 
PResend usevthat. theceas Vis ipucrto. 

MR. J.J. McGRATH: That is correct <= 
economic conservation. 

Mwy PATTELLOs If you look upon gas as a 
commodity -- let's take the pipeline company that 
does not sell to an individual but only to a dis- 
tributing company, tnat company is buying, trans- 
porting and selling a commodity; there is no 
aifference in the 1,000 cubic feet of gas and the 
Srperel. O00 cublomess, 

MRé dod. (MeGRATH: 0 tha tals vecrrecr, 

MR oPATTILLO: What I am concerned about 
in thinking of Canada perhaps exporting gas is that 
if the pipeline company -- take Westcoast, which is 
the only one which is presently doing it -=- Westcoast 
is buying gas in the Peace River District “in Northern 
Alberta, transporting it to the border and selling it, 
just as we have illustrated. Now, how, in your 
Opinion, could the Government of Canada control the 
end use that was to be made by a distributing company 


in the United States of any one thousand cubic feet of 
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of Ghat sas? 

MR. J.J. McGRATH: Wedel, wot ee ive le a 9 
Sewer ey Our GuUeStTLON this way: if we were to reverse 
the flow, let us say, and assume the gas was flowing 
from the United States to Canada, the Federal Power 
Commission, I am sure, has power to impose conditions 
on the use to which the gas may be put. Now, the 
Canadian Government could so design the law that any 
export permit would be subject to such conditions as 
the regulatory body may see fit to impose and may 
expressly limit-“the use of the gas to which the 
United States may wish to put it, 

Mie PATTPIERO s How could you enforce 
that? The Canadian Government would only have 
eontrol over Westcoast. Westcoast gets its gas to 
the border and it is taken over by Pacific Northwest, 
and Pacific Northwest delivers it to, say, Portland 
Coal and Coke and Portland Coal and Coke use it for 
one of the means which has been expressly prohibited. 
Now, how could the Canadian Government do anything 
about that? 

MR) ded «elleGRATH: My good friend, Mr. 
Gueffroy of Portland Gas and Cokemay take offence 
at calling his company the Coal and Coke Company. 
But I would say the Canadian Government could impose 
the same obligation on Westcoast as the Federal 
Power Commission could impose on Westcoast or to 


cancel a permit or to terminate the deliveries under 
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the permit if the terms of the permit were violated. hav 
no doubt in saying that if there was permitted exportatio 
to Canada and the permit limited use to which the 
gas may be put, and if the British Columbia Company 
wereto use it in violation of the permit, the 
Federal Power Commission could. terminate the permit. 

THE CHAIRMAN: And isnttthat about the 
fastest way for the two companies to zet at each 
ocher*s throat, Prom the peinc. ot view ofuinternacionalr 
relations? 

Mi ao... MCGRATH: POSS LDLY wes 

THE CHAIRMAN: Is it worth it? 

MR. J.J. McGRATH: The Sasi Ghat 1s, soiling 
from Panhancle Eastern to the Union Gas Company -- 
I think it is Canada, in Ontarko -= in che proceed- 
ings before the Federal Power Commission one of the 
points that were made was that the gas would not be 
used as boiler fuel and would not be put to a use 
which is frowned upon in the United States. 

Now, as to whether it would have any 
adverse effects upon international relations to 
condition a certificate for a permit to buy use, 
IT seriously question that it would, because if you 
are zoing to buy something you see and if someone 
violates that express limitation, I don'tsee how 
there could be any international animosity that could 
be creared., 


THE CHAIRMAN: And if Union Gas buys 
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gas from Trans-Canada and uses it as boiler fuel 
and switches that gas that is coming over from 
Panhandle, technically the Federal Power Commission 
could say that the Tennessee permit has gone 
because Union Gas has used it as boiler fuel. How 
can you keep an Mcf of gas separate from some other 
Mcf? 

MR, J.J. MeCGRATHS LU ais very ditticoule, 
mda you don't. But perhaps I misstated myself. 

There was no such limitation imposed on the permit 
granted to Panhandle Eastern; but in the vroceedings 
before the Federal Power Commission much was made of 
Gne Lace that. Union would not use Lt tor poLlers tue. 
but there would be no violation of the United States 
permit if Union were to take the United States gas 
eniceuse 20 ror boiler fuel; there’ is no express 
limitation in the permit as such. 

But there is presently, as a matter of 
fact, a complaint before the Federal Power Commission 
by various distributors in the United States that 
the gas is needed by them for interruptible sales. 

Tt has been a subject for hearing before theCommission. 
The Commission has not acted upon it, but under the 
terms of the permit, which are well known to Union, 
that gas could be terminated or the export of that 

gas could be terminated by the Commission, and there 


Will be some international feeling on that; I don't 


know. 
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MA SEAT TGS CoulGelMask this. Mn: 
McGrath. This is my problem: if Westcoast, again 
TO Useichisras ian epkltustrationy soldpiheke casero 
Pacific Northwest, and up to that stage there could 
De NOScrivicismy rand Wes bcoast <cook vat sand.puy 14 
Intoglis systemsmekt boughtueas also: fron .BlLwPaso 
and pub SLTSnsas “bnito phe «system: then they sell 
gas oto Portland and Porthand,- did permit it to be used 
to feed boilers, andithat was an express.prohibition 
of the Canadian Government, well, tne Canadian Govern- 
ment couldnttcriticise Westcoast because Westcoast had 
no @oncrol over iteonce ab left, disp system. You -azree 
that? 

MRyowd . dan MeGRATHs WHACeA Sa COLLECT « 

MR. PATTILLO: Then Westcoast says, "We 
are zoing tobe prohibited by the Canadian Government 
unless you, Pacific Northwest, do something about it". 
Pacific Northwest says, "We didn't use it improperly, 
and you have got a contract and you must live up to 
thaterconvract 1n the full, anchi you, Cont tan We will 
sue you for damages". Westcoast say, "Well, perhaps 
you didn't but the Portland Company did, and you 
sold it to the Portland Company". Then Pacific 
Northwest says, "I will tell you what: you prove it 


was your zas that went into the burners ana we will 


go along with you". Now, what do you do? 
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MR. McGRATH: Frankly Mr. Pattillo 
you would have a very difficult time in 
Separating Hl Paso from West Coast gas. Lt 
would be most difficult except on a volumetric 
basis to control the use nee Portland or 
Pacific Northwest would make of the gas once 
it got into this system. If the physical design 
of the system was such, as I believe Pacific 
Northwest system is so set up at the present 
time, all of the gas used in Portland is West 
Coast gas. There is nonquestion.of co-mingling 
with El Paso gas in the Northwest State. 

At that time, or at the present time 
at least you can identify with specificity the 
Canadian gas but you are absolutely correct that 
where you have a situation where the gas is co- 
mingled, except on a volumetric annual basis 
by measuring volumes that they have under contract 
from West Coast and the volumes they have under 
contract with Pacific - El Paso, you would have 
a difficult time knowing which gas was going into 
Wie =DOLerss 

MR. PATTILLO: Then if T. understand. i<, 
what you are really saying is a practical way to 
deal with this end result is to say to anyone 
applying for an export permit from Canada: 

"We will permit you to export so long as 


any person buying from you or any OLathein 
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successors do not use any more than so many 
cubic feet for boiler fuel"? 

MR. VAN SCOYOC: That could be a 
limitation, yes sir. 

MR, PATTILLO: Well apart from that 
suggested method, is there any other that you 
know of? 

MR. VAN SCOYOC: Just to specifically 
prohibit it without limitation to volume. 

Mh. dis As MCGRATH: Le Tomay Me. 
Pattillo I was in the Panhandle case which involved 
the exportation of gas to Union, and at that time 
Union came before the Federal Power Commission 
and fully laid before them its market estimates, 
and what the gas was going to be used for; so 
that turning it around, the Canadian Commission 
could perhaps not allow export unless the United 
States company came forward and showed them just 
what the gas was to be used for. That is what 
enabled the Federal Power Commission to say that 
the gas going to Union would not be used for 
boiler fuel and therefore it was a desirable type 
Olucale. 

MR. PATTILLO: Oh all right, but 
supposing they do that and then they did not observe 
Ley 

MR. Jd. A. MCGRATH: At the present time 


some of Panhandle customers presently are involved, 
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Gweldeve av dic. in the briefing etare. om the 
Kxaminer may have it, at this time - - 

MR. PATTILLO: You mean that is the 
first three years? 

Me dies (A x MCGRATH ¢ No,. these other 
customers are complaining not only that they need 
the gas but also that Union has taken Panhandle 
gas and had sold it to Trans-Canada for Trans- 
Canada to be in a position to expand its eastern 
market prior to receipt of Western Canadian gas. 

Now as I say, the Commission has not 
passed upon that complaint as yet, but they 
definitely have intimated in their allegation 
to the Commission that Union in effect is going 
beyond the permission that they received from 
the Federal Power Commission. That koe ue 
permission given to Panhandle to make the sale. 
They are going beyond the type of sale that was 
authorized by the Commission. 

MR. PATTILLO: Did the Commission 
authorize the type of sale, or did the Commission 
just authoriaze.the export of gas? 

MR. J. A. MCGRATH: The Commission 
authorized certain volumes to be exported, which 
volumes were supported by a market estimate for 
specific areas and for specific use. 

MR, PATTILLO: Now one of the things 


that puzzles me, Mr. McGrath, Mr. Jerome McGrath, 
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is when you are talking about conservation and 
social cost unless one has adequate storage 
facilities, how can one merely use natural gas 
for the superior market, Ghat LS ;eLore pie 
domestic user and so on at the cost that any- 
One can afford to pay? 

ME. deeds MCGRATH Of course, that is 
the question that has never really been answered 
because we have never had a situation where we 
could study the cost of a pipe line company 
operating solely for domestic or superior use 
purposes without storage, but the studies have 
shown that when you approach a load factor of 
60 to 70 per cent, you have just about reached 
the point where the unit costs that are reduced 
from 60 to 70 per cent to 100 per cent have less 
and less effect on the cost of the gas. 

Admittedly, we have always said that 
this.is so, that. operating, at, a, dow load, facvor 
will result in a higher cost of gas; somewhat 
higher cost of gas to the residential and 
commercial consumers, but it will assure to them 
a greater longevity to the supply. 

Now the pipe line company I think has 
to have some interruptible load in order to take 
care of swings during the peak winter months. 
There has to be some flexibility in the pipe line 


system. I think we will all agree that this 
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has to be so, but the pipe line companies place 
too much emphasis on the high load factor 
operations and the point of profit to the company 
and to the consumer. Possibly 7O per cent load 
factor operation in our opinion is highly ques- 
CLONADLS 

MR. PATTILLO: Well let us take the 
storage situation now. Where are the storage 
fields in the United States? 

Mie ds wr NiCGRAEH : Primarily, the 
storage fields are located in West Virginia, 
Pennsylvania, Ohio, New York State. You have a 
very Large field in Dliinois. You have storage 
fields in Kentucky. You have underground storage 
in Montana, to a certain extent. You have under- 
ground storage, or at least they are working on 
underground storage in Iowa. I don't know whether 
there is any in Tennessee, but roughly the primary 
storage areas are in the Appalachian, so-called 
Appalachian areas of the United States. 

My PATE TEL: So having regard to the 
amount of interruptible gas that is being sold 
in the States of which you have spoken, is the 
total capacity of the non-storage fields now in 
Weeydn the States! astactor-av- all? 

MR. McGRATH: I am not sure I quite 
understand your question, but certain - - 


MR, PATTILLO: What I am saying is this: 
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You have told us in your brief about the quantities 
of interruptible gas that is being sold in the 
States for only one use, and there may be much 
more. If you had all of your non-storage fields 
in operation, would you be able to handle anything 
like that volume? 

MR, McGRATH: Well of course, I don't 
know what the potentials, ultimate potentials of 
Storage are, but I believe that a very large measure 
of those interruptible sales could be stored in 
under-ground gas storage fields, and I think it 
would certainly take it down to a point where 
pipe lines could be operated at, say, 60 - 70 per 
eent load factor on interruptible sales; using 
the difference between, say, 7O and 100 per cént 
for storage purposes. 

MR PATTLELO: My problem in what you 
are saying is this: If I am a consumer of natural 
gas in my home, I want to get that product at the 
best possible price at the time, and 2 certainly 


want to get it at a price that is competitive with 


Cla torm coal . You agree with that? 
MR. McGRATH: Yes, to a certain extent 
I will. Economics is one factor of it, of course, 


but you arebuying a premium fuel for certain use; 
cooking, water heating, refrigeration, you are 
investing capital in the facilities, or the 


=A equipment that is going to be used to burn this 
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commodity. I think you have another factor that 
enters into it; and that is that you want to have 
the commodity available for use in those facilities 
without having to replace it within a relatively 
Short time by substitute burning equipment or other 
fueksi. 

MR PATTILEG@: Mr (MeGrath “1 Gian 
you should leave for Calgary and have a debate 
with Mr, Hillman who is the Counsel for the City 
of Calgary on what they should be paying for that 
gas out there. He seems to think that it should 
be obtained at a very, very low cost and you say 
it is a premium fuel; they should be prepared to 
pay premium prices for it? 

MR. McGRATH: Mesesir, 

MR. PATTILLO: Now have you ever given 
consideration, either of you gentlemen or the 
Pee. Ceto what Leomicht cad] saetwoepricessyscemn: 
You were talking in here about the producing States 
where there was an increase in prices, and I gather, 
I just inferred that those increases in those 
States had not developed as rapidly as they had 
in the consuming State. Have you ever heard 
any thought being expressed that there should be 
a two price system; that the producing State, 
because it had the natural resource, should have 
a much lower price range than the consuming States? 


MR. McGRATH: ihavernoue 
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MR. VAN SCOYOC: Not in my experience 
Mr. Pattillo, not any more than perhaps, just a 
suggestion. 

Mis EATETULOS There cannot be very 
mucn merit in the matter or it would have been 
canvassed, I would think, since 1938. 

THE CHAIRMAN: Are Counsel in agree- 
ment on that last point? 

ME. PAT TORO. WeeWiil near froma, 
Frawley. I thought that this was Monday, and 
he had a good weekend I should get him aroused.. 

Those are all the questions I have 
Me, Chairman. 

THE CHAIRMAN: Thank you Mr. Pattillo. 
Mr. Frawley? 

MR. FRAWLEY: Me. Van Sscoyoc. ivan 
not altogether clear as to the extent to which your 
F.P.C, has jurisdiction over the natural gas 
industry in the United States. You said this 
morning that if one of the large interstate trans- 
mission companies are selling gas direct to a 
consumer, the F.P.C,. has no jurisdiction? 

MR. VAN SCOYOC: Not so far as the rates 
are concerned. 

MR. FRAWLEY: Well let me understand 
it, and let me give you an example just for that 
purpose of understanding it: Suppose that the 


Tennessee-Transmission Company carried gas from 
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Tennessee to the Atlantic Seaboard, sold gas to 

be used by a large electric utility in New 

Jersey, what control over that,and in what respeet 
would the F.C.P. exercise any control over that 
transaction? 

MR, VAN SCOYOC: They would have control 
over any facilities which were necessary in order 
to affect that sale, and whether or not it was 
in the public interest that such sale be made. 
They couldn't control the price. 

MR, FRAWLEY: Well what considerations 
would enter into the determination of whether the 
public interest was suffering? 

MR. VAN SCOYOC: Well one thing of course 
would be whether this particular transaction might 
be a burden on the customers, the distributing 
utilities buying gas for resale. Whether that 
gas couldn't be - whether there was not a demand 
for that gas for some other purpose, and the 
Commission has acted along on the line where the 
pipe line company intended to sell gas to a 
certain customer and the Commission decided that 
there was a better use for that gas to sales to 


other customers. 
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MR. FRAWLEY: Might they say that if 
coal, for instance, was being used in that utility 
plant and was being displaced; would that considera- 
tion enter into the determination of the public 
interest? 

MR. VAN SCOYOC: Mee sass Ate, At least, 
that is one of the authorities the Commission has. 
They have not exercised it to a great extent. 

MRivivdes. Ween MeGRATH: They have the 
authority but they have not exercised it to any 
extent. 

MR. FRAWLEY: That transaction is 
interstate commerce? 

MR. VAN SCOYOC: Mes 

MR. FRAWLEY: But that alone is not suf- 
ficient? 

MR, VAN SCOYOC: NO usltwiase vow lene 
sale for resale. 

MR, FRAWLEY: Have you some specific 
provision in the Natural Gas Act that it has to be 
for resale before they can exercise jurisdiction 
over price? 

MR. VAN SCOYOC: Right. 

MR. FRAWLEY: So. that, If we had this 
proposed national energy board exercising 
jurisdiction to see whether or not interruptible 
sales were being made in the public interest, we 


would be only asking something that would closely 
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approximate the jurisdiction now being exercised 
by the Federal Power Commission? 

MR, VAN SCOYOC: ves, Sit. I think 
that is one of the defects in the Natural gas Act 
that the Commission does not have regula- 
tions over direct sales as well as sales for resale, 

MR. FRAWLEY: Now, Mr. Van Scoyoc, I 
am going to be bold enough to ask you why you hold 
to the view that you expressed to Mr. Pattillo this 
morning that there should be regulation of the price 
of gas at the wellhead, or at least at the Saskatche- 
wan gate if we are thinking about the Trans-Canada 
Company? 

MR, VAN SCOYOC: Well ,oit' is simply for 
this reason, MY, Frawley, that unless you can 
regulate the price at which gas enters the line 
the regulation of the price at which it is sold at 
the other end of the line is not too effective. 

MR. FRAWLEY: No, Now, at the moment 
there is no regulation of the wellhead price in 
Alberta, where most of the gas we are talking about 
is supposed to come from? 

MR. VAN SCOYOC: I am sure you are 
better informed on that than I am. 

MR, FRAWLEY: I am just making a state- 
ment that there is no regulation of that. 

Now, I am asking you why that situation 


could not eontinue without any harm being done to 
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the principle that there should be some regulation 
over the interruptible sales in Eastern Canada, 

or anywhere outside of Alberta. I just want 
your view because I have respect for your exper- 
lence and your view. 

MR, VAN SCOYOC: ft am not quite sure 
that I understand your question, Mr, Frawley. In 
other words, are you asking me why you should 
regulate the price at which interruptible gas is 
sold? 

MR. FRAWLEY: No. Let me say that 
again, I am asking you to accept the present 
situation: no regulation of the price of gas at 
the wellhead, so that the owner of the gas and the 
man who wants to buy it, which is the pipe line 
company -- and perhaps, we hope, two pipe line 
companies wanting to buy it -- let them arrive 
at the price just as the man who has cattle ranging 
out in the foothills of Alberta makes his price with 
the man who wants to buy and sends them to St. 

Paul or Winnipeg or wherever it is. With that 
starting point, if you accept that for a moment, 
why would that interfere with the desirability of 
regulating and exercising some control over what 
gas went into interruptible sales in the consuming 
provinces? 

MR. VAN ScoYOoc: I do not think it would 


interfere with it, but I am afraid I do not quite 
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understand what you are driving at. 

MR. FRAWLEY: TL shald pug ite co you. 
again. Let us assume that you leave the wellhead 
Sa buatlon 42s eit .1s', 

MR. VAN SCOYOC: Yes; 

MR. FRAWLEY: But that we do want to 
see that not too much of our gas is going at below 
cost. I want to discuss what that means -- below 
cost. We are anxious to see that, not necessarily 
not any, but certainly not too much of our gas is 
being sold at below cost. We have those two 
situations. Is there anything irreconcilable in 
those two situations: freedom to sell your gas 
at whatever you can get from the pipe line company 
on the one hand, but regulation at the other end 
of the pipe line to see that too much of it is not 
going at below cost? Is tnatwan acecpuanlec 
situation to you, or if you have one must you have 
the other? 

MR. HALL: It igs acceptable to National 
Voda’ 

MR, FRAWLEY: T am glad you have an 
independent-minded man with you. 

MR. PATTILLO: He does not think you 
would sell much gas, in other words. 

MR. FRAWLEY: Mr. Pattillo says he does 
not think he would sell much gas, Would that 


enter into that? 
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MR, HALL: Of whom are you asking that 
question? 

MR, FRAWLEY: I am still asking the 
question of your Washington consultant. 

MR. VAN SCOYOC: If the amount which 
the pipe line company would pay the independent 
producer for gas would have to be taken into 
account in fixing the price at which the gas would 
be sold at the other end of the line, or at least 
it should under any proper method of rate-making, 
and of course on that basis the higher the field 
price, and assuming proper allocation methods were 
employed, the higher would be the price of inter- 
ruptible gas on the market. 

MR, FRAWLEY: Yes. ey Weld gut put 2tato 
you: could there be -- and this is perhaps the 
phuntemeay tovput. (Lt) -=/eould) phere be. regulavion 
with respect to the proper proportion between 
sales of firm and sales of interruptible gas? 
Coulcessnere: be that in Ontario; to be specific, 
without any regulation to fix the price at the 
wellhead? 

MR, VAN SCOYOC: I am very sure that 
there could be that situation. The only view I 
expressed earlier was that I felt regulation of 
the price of gas entering the line was a necessary 
part of making the regulation of natural gas rates 


to the ultimate consumer effective. 
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MR. FRAWLEY: Well, “could syou idotcnis. 
as a consultant, by using the F,.P.C. formula? 

Could you take a specific sale? Now, I want to 
make a few assumptions with you. Let us assume 
that the Northern Ontario Natural Gas Company is 
selling to the International Nickel Company and its 
huge refinery operations in Northern Ontario. Let 
us assume that they are selling that on some inter- 
ruptible basis. I do not know whether they are 
orrnot, but’ assume for the moment that they are. 
Could you determine whether the sale of that gas 
and that price that Northern Ontario Natural Gas 

is getting from International Nickel was or was 

not below cost? 

MR. VAN SCOYOC: Yes, in my own judg- 
ment of it, based on the application @ the Atlantic 
Seaboard, the F.P.C. formula. 

MR, FRAWLEY: In other words, it would 
simply depend on the proper allocation of the cost 
Of servicer 

MR. VAN SCOYOC: Ves eoLe. 

MR. FRAWLEY: Having done that, you could 
say whether or not it was just at cost, below cost 
or above cost? 

MR. VAN SCOYOC: Veen S22. 

MR. FRAWLEY: And, similarly, you could 


do that with regard to any given sales? 
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you, could do that. 

MR. FRAWLEY: That is what I mean -- if 
you. were given the necessary basic data you could 
CO what . What you have to determine is whether 
all the elements of cost had been fairly allocated 
between firm sales and interruptible sales? 

MR. VAN SCOYOC: Thetis Pienes 

MR. FRAWLEY: Now, I am quite: interested 
in what you have to say about the relative impor- 
tance of storage and interruptible sales. Would 
you. say that a natural gas transmission line of the 
Sawe ofaTrans-Canada Piped bine, carrying sec vor 
proposing to carry gas from Alberta to Montreal, 
should have adequate storage? 

MR. VAN SCOYOC: I think storage would 
undoubtedly be beneficial to the ultimate consumers 
of gas in Eastern Canada. Ie wouldssot tcourse; 
make available a great deal more gas to meet the 
winter peaks than if the line had no storage. 

MR, FRAWLEY: Is ‘this fa fair statement, 
that without storage, without adequate storage it- 
Self), as the longline; dossmy Gave to resort ive 
interruptible sales to maintain a proper load 
Traector? 

MR. VAN SCOYOC: Apparently that is its 
programme, yes, sir. 

MR. FRAWLEY: Could they achieve the 


same objective by having adequate storage? 
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MR. VAN SCOYOC: Within limits. We 
have to make a study of the individual problems 
inherent in furnishing storage for a project as 
big as Trans-Canada, 

MR. FRAWLEY: As Mr. McGrath said a few 
moments ago, a transmission line has to have some 
interruptible sales? 

MR. VAN SCOYOC: It has to have some 
flexibility to meet the varying peak requirements 
of its customers. 

MR. FRAWLEY: What I am examining is 
the statement we have had on the record that 
Trans -Canada's interruptible sales are running 
one-third or more of its. volume. ThateLs one 
situation I am concerned with. Would you say 
that, if it had adequate storage, it might be able 
to cut down the volume of its interruptible sales? 

THE CHAIRMAN: Mr, Frawley, do yau . 
think that is a proper question to put to this 
witness? Have you ever been retained by Trans- 
Canada, Mr. Van Scoyoc? 

MR. VAN SCOYOC: NO4 S277. 

THE CHAIRMAN: I do not think you should 
ask this witness to express an opinion with respect 
to Trans-Canada's policies, Mr. Frawley. 

MR, FRAWLEY: Probably not. Laman 
your hands, Mr. Chairman. You are aware, of 


course, that we have taken a very definite stand on 
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this question of interruptible gas. 
Mas PATTILLOG: That is not the only thing. 
MR, FRAWLEY: At the moment we are cer- 
tainly only endeavouring to find out from well- 
informed people like Mr. Van Scoyoe and Mr. McGrath 


what the experience is in the United States, I 


very respectfully suggest that it is important, 


sir, to find out whether or not Trans-Canada should 
have storage, whether or not it is sufficient for 
its distributors, to whom they sell, to have 
storage. This is all leading up to my submis- 
Sion to this Commission that we should have federal 
regulation over the sales of interruptible gas to 
see that the public interest does not suffer. a 
do not want to go too far --- 

THE CHAIRMAN: Let me put it another 
way. I think we went into the question of Trans- 
Canada's storage last week in Toronto, or the week 
before, when we had the government experts and 
the Ontario Fuel Board people and Trans-Canada 
themselves. I appreciate what you are leading 
up to, and I think that you could properly ask a 
question, you could ask this expert witness a 
question quite properly as to whether or not a 
trunk transmission gas line of a certain capacity, 
in his opinion, should have a certain kind of 
storage if such storage is available. We went 


over that question of storage, and it is a question 
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whether it is available. 

MR, FRAWLEY: Let. mes put, 1t this way. 

If it is not available, and then we go to inter- 
ruptible sales, I want to be sure that those sales 
are not at below cost. 

THE CHAIRMAN: Trans-Canada, in their 
Sworn testimony before us, said that it was their 
policy to make no interruptible sales. 

MR. FRAWLEY: I know, but that has to be 
faced full on.sooner-or- later. Trans-Canada makes 
no interruptible sales, but Trans-Canada has 
negotiated a contract with Northern Ontario 
Natural, which makes interruptible sales. Trans - 
Canada makes a contract with Consumers, which makes 
interruptible sales. Surely then Trans-Canada 
is hiding its head in the sand by saying,"I make 
no interruptible sales". 

THE CHAIRMAN: If that pipe line were 
reversed would you not assert Alberta juris- 
diction over those interruptible sales? If the 
flow came from Eastern Canada to Alberta? 

MR, FRAWLEY: We in Alberta would assert 
control over those sales. 

THE CHATRMAN: That is what I mean. 

Tt is not a matter of federal jurisdiction. That 
gale is made by Trans-Canada to an Ontario distri- 
butor. Tt comes within the jurisdiction of the 


Province of Ontario. 
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MR. FRAWLEY: That is right. Apropos of 
that, let me recall that Mr. Crogier professed that 
he had nothing to do with the contract between Trans- 
Canada and Consumers, and frankly I was led to in- 
vestigate the matter further, in view of Mr. 
Crozier's attitude that he did not think he had 
anything to do with the contracts between Trans- 


Canada and Consumers. It was that that encouraged 


me to pursue the matter. 

THE CHAIRMAN: Are you sure of that? 

MR, FRAWLEY: It may not be --- 

THE CHATRMAN: Ontario's position, 
ever since the concept of Trans-Canada, as evi- 
denced by the copies of correspondence between the 
Prime Minister and Mr. Howe, filed by the Province 
of Ontario with us, in which the Prime Minister 
asked Mr. Howe to have regulation of the price 
at which Trans-Canada sold its gas at the take- 
off point, or the gate valve, whatever you want 
to eall it, to the. Ontario diseriouror. 

MR, FRAWLEY: You are absolutely right 
about that. I was referring to the evidence of 
Mr. Crozier, and again from my memory it seems to 
me that Mr. Crozier took the position that he did 
not have anything to do with that. 

THE CHAIRMAN: No, he is accepting the 


figure at present. 


MR, FRAWLEY: That was the starting 
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point, the figure that hed been regulated. ie, 
was really dealing with the suggestion that we 
have heard over and over again that Trans-Canada 
is not engaged in interruptible sales. With 
preau respect, "1 "say thay 1s not Lockmnecernroven 
the matter sufficiently. 

THE CHATRMAN: Mr. Frawley, I think we 
have got into quite a constitutional problem. It 
as a question, I think, in the minds of the Com- 
mission whether any such sale in any event is not 
a matter of a sale within the province and there- 
fore one wholly subject to provincial jurisdiction 
over which the Federal Government would have no 
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MR, FRAWLEY: That is right. My position 
is, first, there should be some control over the 
revenues: federal control 1s perhaps, we think, 4a 
little better than provincial control but in any event 
orovincial <ontrol is: better than, no control at ale. 

THE CHAIRMAN: I think 10 1s unfain. te 
involve this witness who is kind enough to come from 
Washinetonm here in one cl oury Ssiatl i say. 
constitutional problems. 

MR. SRAWDEY: “Pinar Ls crus, ssa ees 
endeavouring, to usé a colloquialism, pick the 
brains of an independent man like Mr. Van sScoyoc 
while he is here. I do not want to transgress the 
bounds of propriety but he does have opinions on 
these matters which I think would help the Commission. 

MR. PATTILLO: I do think -- I do not want 
you to sit down, Mr, Frawley, because I get on my 
feet. 

MR. FRAWLEY: I always sit down when other 
counsel are addressing the Court. 

MR. PATTILLO: I do suggest perhaps we 
could have it cleared up by Mr. Frawley now: ao & 
the Province of Alberta takes the position that 
the Federal Government should be regulating the 
price paid by the distributing company at the take- 
off point then I assume that hé 28 "sayine;, for the 
same reason, they should be regulating the price 


paid by the pipeline company at the take-in point. 
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THe CHAIRMAN: I think thac would be 


Pe ene ee ate! Wie hn ree weg Pata dy Ben gaictt may ye te Be 
Mair tO put Mr. Frawley in that position, 
a HR ; si 5 ue hes a Fah Tee Fee Be hn 
MR. FRAWLEY: I could not answer without 
instruction, 


HE CHATRMAI On the advice of counsel 
I suggest you not answer, Mr. Prawley. 

MR. FRAWLEY: Fear not, Mr. Cnairman. 
Mr. Van Scoyoc, how Goes @ natural gas pipe 
Cransmission conpany maie its profits to pay its 
cCLVidencds? 

MR. VAN SCOYOC: Out of the. return which 


it receives on the rate basesand, of course, the 


amount of revenues that they receive in relation 


1 ay Ach Moret <r st Fee aes Wet Emenee Rien 
FCO their costs over the return, Of course, cevernines 


the amount of return that they will receive. 


MR. FRAWLEY: Whav intrigues me is that 


the purchase price of the eas is, under tne accepted 


formula, charcec in aS an expense just as wages or 
materials of any Kine, 


MR. VAN SCOYCC: TRAC VSt GOPreCi, oat 


MR. FRAWLEY: That is a matter of -=- well, 


it is an expedient way to dispose of it? 


MR. VAN SCOYOC: I naraly Know of any 


MR. FRAWLEY: In otner words, they are 
not buyins the sas low end selling 40 nizh? 
MR. VAN SCOYOC: No, ctney make no 
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MR. FRAWLEY: That is what I was coming 
to; they make no profit on the sale of the gas, 
they buy it in Alberta for 10 3/4 cents -- My friend, 
Mr. Leyton corrects me when I quote that price but 
chat 18 the one supporting price and they sell it 


presumably after it soes throuzh a couple of dis- 


pt 


tributors in the streets of Ottawa for $1.30 but 
that is not simply a mark-up om the purchase price 
of the gas? 


MR. VAN SCOYOC: It would not be uncer 


MR. FRAWLEY: There is sort of a mark-up 
to the cost of service, tne mark-up peeing the rate 
of return? 

MR. VAN SCOYOC: Yes sis 

MR. FRAWLEY: That may be one way of des- 
eribing it, the mark-up comes in adding something 
to their disbursements, to their expenses? 

MR. VAN SCOYOC: Rignv-. 

MR, FRAWLEY: You do not know about tne 
price of coal fixed at the mine anywhere in the United 
States, do you? 

MR. VAN SCOYOC: I do not know of any price 
Fixing -- by government, at least. 

MR. FRAWLEY: Now, would the ideal situa- 
tion be that all sales were made on a firm basis? 

MR. VAN SCOYOC: Well, it certainly would 


be if it was possible; it would certainly be ideal 
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but it is not possible,however,simply because such 
a large snare of the consumption of gas dGepends 
on the weather, 

MR. FRAWLEY: Now, Mr. Van Scoyoc, you 
Gid say or perhaps Mr. MeGrath, vou spoke about sales 
of sas for superior purposes for refrizerators and for 
neating water and so on and I wondered why you 
excludec ordinary space heating in a home: is that 
not accepted as superior use? 

MR, J.dy MeGRATH? Yes. 


MR. FRAWLEY: And an institution, hospitals 


MR. J.d. MCGRATH: Volumetricaliy, no. 

MR. FRAWLEY: You would not regard it as a 
superior purpose to have sas sold to a hospital for 
Space heating? 

MR. J.d. McGRATH: My experience has been 
when you get into a large installation such as that 
it is very largely a question of economics whereas 
in the home it is very largely a question of economics 
plus convenience. 

MR. FRAWLEY: That is why gas has displaced 
coal, not entirely from the standpoint of price put 
convenience and methods of handling and so on? 

MAS dei. McGRATH: Yes. 

MR. FRAWLEY: Speaking of the damage 
that you people do not want to have come to the 


coal mines of the United States, I suppose you aie 
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very well aware that natural zas has just about ruined 
the coal industry in Western Canada? 

MR. J.J. McGRATH: I do not know that to be 
a acer. 

MR. FRAWLEY: Well, Mr. Hall is aware 
of the fact that certainly is one of the problems 
we have anc you had made a case for them; you are 
seeking to keep them out of trouble and you must be 
aware that the coal mining population of Alberta have 
suffered from the inroads of natural gas. 

MR. HALL: I have been so advised by the 
Western co-operative representatives and we share a 
common sympathy with them, I might say. 

MR. FRAWLEY: Now, Mr. Van Scoyoc, is 
there any relationship between larze sales -~- would 


you say, one-third of the sales, by volume, would 


have no idea of these percentages: is tnat con- 
Siderable or otherwise? 

MR. VAN SCOYOC: Well, thinking over 
some of the pipeline companies of United States 
I would say that that is probably in fact the upper 
range, one-third. 

MR. FRAWLEY: I was very interested in 
having you tell the Commission that the Tennessee 
Gas Transmission Line had no interruptible sales. 
Now, is that similar to Trans-Canada? Do their 


be a considerable sale of interruptible gas? if 
customers have interruptible sales? 
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MR. VAN SCOYOC: Yes, I believe they 
have a number of customers for interruptible sales. 
MR. FRAWLEY: pome of the gas that is 
Sold to the customers go under boilers? 
MRS VANSSCOYOC:” “Yessir 
MR. FRAWLEY: Is it also used industrially 
to upgrade ores and things of that kind? 
MR. VAN SCOYOC: Lean sure some oF ihe 
industry use natural gas there, the Tennessee 
system use it for high grade industrial use. 
MR. HALL: On a tint basis, 
MR. FRAWLEY: Not on an interruptible basis? 
MR. HALL: No. 
MR. FRAWLEY: Now, I understand Mr. 
McGrath to say when the FPC was granting a permit 
to Panhandle to export gas into Western Ontario for 
Union that it was virtually a condition, what 
amounted to a condition that it would not be used 
under boilers in Canada. 
MR. McGRATH: I think that was the 
implication in the Commission's opinion ‘granting 
the permit, there was no specific condition on the 
permit limiting the use to which the gas could be put. 
MR. FRAWLEY: I was interested in the way 
you explained that before because of the cases representec 
before the Federal Power Commission that none of it 
was going to go under boilers and I rather thought that 


was afactor entering into the granting of the permit 
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by the Federal Power Commission. 

Mie J, MoGRATH:| (al tadetanitely was, 

MR. FRAWLEY: That being so, what is the 
FPC doing about the gas -- coming back to the illustra- 
tion we had a moment ago -- which Tennessee gas is 
selling to the Columbia system and is going under 
boilers by isales to Columbia? 

MA. wd. MeQGRATH: OSL Co) notaldiow ar your 
ultimate question would be, what is the FPC doing 
about protecting the use of gas for boiler fuel 
in the United States? 

MR. FRAWLEY: er G GE eerie s 

Mints) cla CGrunt cs Well, frankly, in the 
two illustrations you have picked out the Tennessee 
Gas Transmission Company and the Columbia Gas 
system, they are two pipelines that by the nature 
of their operations do not sell large volumes of 
boiler fuel because, as Mr. Van Scoyoe said earlier, 
both these companies have substantial storage 
facilities and they make a fair, actually good 
utilization of the storage that is available to them, 
The interruptible sales that are made by the 
Tennessee Gas Transmission Company to their dis- 
tributors are made by their distributors. 

Actually, I am trying to recollecy the interrupiible 
sales that are made for the most part -- East 
Tennessee is a company that does make some interrupt- 


ible sales from gas purchased from Tennessee. 


& . : nave a 
Pies {a 


Shei Swot ‘Teneo aay ie 


og «= ops Ga ride Batee Qa 


~ 
h 
4 
7 * 7 fel oly ae. 
\) ‘ ; % ) roe ¢ 
| ’ a Ve h sated <j * LSS 
> a 
‘ 
f , sey at al ~ e t H 
A \ he Bae =e on *,' An ad My 
: 
¢ . ¥ er} 
i , Per goa} ‘ 
ee pres Pr 
fey ere Bree B® Mies bY ate 
. y bs rg 
, de Mi 5 | aig ia 


é ' aw iy ay ° Hy J — 
y 
i : « 
“s ° Pr 
» oe fe 
' 
“ % oD 
( i I tae dey eb A i 
» Miers "ae 
ae LA Bah tliat Dae =] 
t 
ta a \ ae a9 h 
yo F og 
a ray ; 
Ry r 
P hata vt : ( 
“ 
t ) i y! 
H 
sb 
i i 
v i - le 
ry pec hee  }. 
yr. ‘ t 
ch acre i i * 
ee ae ™ — 
pT Sadak Sy Si ds | 
- 5 
. 1 (ry rey 
ee ” * 


] 
. er" “eed 
} j Dp rdeat f | ote Ne 4 s 
* 
‘ " 
. A . Sato ¢ 
‘ SUA Dy Cit See, ee eae 
Py 
ender Re me - a 
A SP a Ra ae oSy ole eer & ¥ 
L 
‘ 
ia 


ANGUS, STONEHOUSE & CO. LTD. F350 
TORONTO, ONTARIO 


Percentagewise I would say the boiler fuel sales 
of the Tennessee line are relatively low in compari- 
son with other pipeline companies. 

MR. FRAWLEY: In other words, it would 
come within what you describe as a flexibility. 

MR. J... MOGHATH: Yes, but they really 
get all the flexibility out.of their sv0rage,. 17 dc 


not think they have too much in interruptivle Gales. 
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MR, FRAWLEY: in, other words,-2t would 
come to what you have described as is necessary 
POR Le mee ys 

Mined." MeGhATH: VeGS; Duty they really 
get their flexibility out of the storage; don! t 
think they figure it on interruptible sales. 

MR, FRAWLEY: And I take it that there 
are other areas in the United States where gas is 
being sold for use under boilers quite extensively 
and the Federal Power Commission hasn't done anything 
about it. 

MR Vd id SMCGRATHs Yes, that is what we 
say. 

MR. FRAWLEY: Has the Federal Power Com- 
mission jurisdiction to do something about it? 

MR. dvd. MCGRATH: They have. 

MR. FRAWLEY: And would you care to express 
av opinion as to whyythey are nou? 

MR. J.J. McGRATH: Because I think it is 
Gaevatvipude of the Commission, itself. 1 think you 
Gan see a definite pattern through the years, Vif 
you were to trace the history of the Natural Gas Act 
and the various reports of Congress and so forth, 
probably you will find that in the early days of the 
Commission they were very conscious of the respon- 
sibilities they had for controlling the end use of 
Gas and to see or attempt to see that the gas was 


utilized in such a way as to conserve its use. 
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However, as the complexion, the membership of the 
Commission changed, the attitude of the various 


Commissioners has changed, and we have swurgaround 


to a situation now that, although they have authority 
to control the end use, they have not seen fit to do 
SO.) dn my opinion, Ic is “the personal attituse or 
the Commissioners as to what they want to do or do 
not want to do. 

iI might add that there is no specific 
language in the Natural Gas Act requiring the Com- 
Mission to impose end use control, but a0 as clear 
from the lesislative history of the Act and the 
judicial interpretations that the Commission does 
have the power, and to deal with certificates of 
DUbLLe convenience, matters of conservation are 
material. 

MR. FRAWLEY: I understand that you have 
already said that the Federal Power Commission has 
jurisdiction over the welihead price of gas which 
moves into Interstate Commerce. 

MR. Jd. McGRATH: Yes, (or resale, 

MR. FRAWLEY: Yes, for resale. Thav Ls 
@a peculiar twist to it, but that is the result of 
the wording of the statute. 

MR. J.J. McGRATH: Yes. 

MR. FRAWLEY: Now, we were told that the 
Federal Power Commission were very reluctant in 


entering upon that jurisdiction sco fix and reculave 
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wellhead prices. Is that a fact? Have they 
been reluctant to: do that? 

Ni. Jee MoghArn: Yes, I think that 
1S) -a Pact. 

MR. FRAWLEY: We have been told thac 
they have not yet started. 

ME, Jd.d. NcCGRATE UNo onal. Pa hoped 
EOC they have regulated the price of gas au 
the wellhead to a certain extent. Phey Nave mor, 
so far as I know, prescribed any formula for the 
setting of a price at the wellhead. Mr. Van Scoyoc 
is more familiar with that than I am, and perhaps 
he could speak on that, but they have assumed 
jurisdiction over the wellhead sale of gas from 
the date that the Phillips case was handed down in 
1954, 

MR. VAN SCOYOC: I may add that while 
a Commission in a few minor cases have fixed the 
wellhead price, they have not as yet adopted a 
policy as to whether they are going to use the 
cost basis. or the wellhead basis. There are a 
number of large producer cases in various stages 
of processing before the Commission at this time, 
and eventually those cases will be decided by the 
Commission. There probably will be litigation 
and probably two or three years down the road we 
will know what regulation the Commission will employ. 


MR. FRAWLEY: Well, if it is a fair 
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question, what has been the cause of the reluctance 
of the Federal Power Commission to go into the 
regulation of sas produced in Canada, say? 

MR. VAN SCOYOC: I think that comes down 
to a question of regulatory philosophy. When the 
Phidjlips case was first commenced you hada divided 
attitude; part of them felt they should have juris- 
Gichion Over wellhead, saleés;and parc of them Gidcntc, 
and finally it went up to the Supreme Court and the 
Supreme Court said that the Federal Power Commission 
has jJUrTsSdL0tion, 

In the meantime, there was a change of 
acministration, changve,of commissitomers, gancwune 
new commissioners were reluctant to proceed with the 
vesulation. of producers, but they bad no allernacive. 

MR, HALL: I may add that one of the under- 
standable reasons why the Federal Power ene es has 
been. reluctant to. enter this field .of reculation.is 
that the Natural Gas Act, Section 1{b) says that 
it. will.not.apply.to.the production and savunems ne 
of natural gas. I would not want to make an adverse 
comment on the Supreme Court, not in Canada, anyway, 
but, on the other hand, it does illustrate perhaps 
a change also in the minds and hearts of our 
Supreme Court. Almost anyone reading the Natural 
Gas Act, any layman, most lawyers, would say that 
it is not designed or meant to cover the production 


and gathering of natural gas. I believe that would 
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certainly contribute to the Commission's reluctance. 

MR. FRAWLEY: For my part, I hope they 
convinue: To be so; reluctant’ that they donte renter 
Reo (ee ac eas 

MR. VAN SCOYOC: Let me ask this question: 
is there any relationship between the sales of 
interruptible gas in considerable volume, one-third 
volume, and’ the ability of that transmission line 
to pay the highest possible price, other things 
being equal, at the wellhead? 

MR. VAN SCOYOC: Lobelieve thereris bound 
Tor pensome relationship, If the pricesatewhich 
when pspeline company can sélly interrupt ioie cas 
PeMeates Cervainicei line, because off the scompeus ceive 
fuel situation, then that price less’ the eost or 
transmission is bound to have some effect on the 
amount that can be pala for gas which is sold for 
interruptible purposes. The difficulty we have in 
the United States on that question is that pipeline 
companies have continued to pay higher and higher 
prices for gas in the field, but they want to load 
all of those increases in the field cost of gas 
onto the firm customers; they cao not want to 
spread any part of that OY, Dre any pare wm yo 
minor part on the interruptible business, and they 
want the domestic customers in effect to subsidize 


interruptible sales. 


MR. FRAWLEY: In other words, what you are 
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saying is that they don't agree what they are 
sciling onan, interruptible basis as ay low price: 
because of the way they allocate various factors 
they say they are selling at a good price. 

MR. VAN SCOYOC; ves 

MR. FRAWLEY: And it comes to an unjust 
and biased view of those costs. 

Mins VAN woCOVOGs Ves. 

MR. HALL: in talking about the low cost 
OF sales inyehe United.Sstates, most.people who would 
listen to the argument confuse the term "low cost" 
Wich Seales at, a sloss,, and phe inc things bear no 
relLationship. whatsoever to each other, and I think 
thet. wus. oe DOLnie., 

MR. FRAWLEY: NOW... MP Van SCoyoc, scan 
a wood load factor be achieved it Une transmiss2 on 
company has adequate storage? 


MR, VAN SCOYOC: Olly LY eee eros. 
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MR, FRAWLEY: And a good load 
factor is the principal neers of the natural 
gas transmission line? 

MR. VAN SCoYyoc: At least that is one 
of the major objectives, yes sir. 

MR. FRAWLEY: I suppose the ideal 
situation would be that all sales would be at 
Space heating, at a space heating basis or what 
is commonly called a firm base? 

MR. VAN SCOYOCs Yes, if you could, 
if you had .100 per cent.load factor, .,er elose 
tO LOO per cent load facton by vVirtuenot the 
fact that you were making firm sales that would 
be an ideal situation. 

MR. FRAWLEY: I suppose it: is true 
to suppose, Mr. McGrath has just told me that he 
does not agree that it is proper, it is a proper 
social use for natural gas to put it under the 
boilers of a big hospital, we will say, but if 
you did that on a firm basis then you wouldn't 
have any problem of a disproportionate use of 
firm against interruptible? 

MR. VAN SCoyoc: That problem would not 
be involved sir. 

MR, FRAWLEY: So then you come back 
to a second consideration which I understand that 
Mr. McGrath is advancing - probably you are too - 


that there is a second consideration and that is 
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that you should not be using this premium fuel 
for such use as to keep a huge hospital or a 
hotel the size of the Queen Elizabeth warm? 

MR. VAN SCoyoc: If you are asking me 
that question, my phase of it deals with the 
rate making aspect and not the conservation part 
of the presentation. 

MR. FRAWLEY: That is Mr. MeGrath, 
conservation. He doesn't think that that is a 
proper use of the gas to use it to heat a building 
the size of the Queen Elizabeth Hotel? 

MR. J. J. MCGRATH: That 25: correct: 

Ll say that it is a question of economics. 

MR. FRAWLEY: Would you think that the 
determination of those matters, that is conservation 
as you see it, you think that a function of the 
Federal agency? 

MR, McGRATH: Yes sir, but definitely. 

THE CHAIRMAN: Would that be possible 


in Canada, Mr. Frawley? 


MR. FRAWLEY: Would it be - ? 
THE CHAIRMAN: Possible in Canada? 
MR. FRAWLEY: I would hope it would not 


be ever. 


You said this morning Mr. Van Scoyoe that 
the transportation is subject to Federal Power 
Commission jurisdiction. The transportation. 


Just what did you mean by that? 
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MR, VAN SCOYOC: Well there are certain 
cases where = not very many of them at the present 
time - where an ultimate consumer will make a 
contract directly with a producer, The producer 
and the ultimate consumer will then make arrange- 
ments with the pipe line company for the transporta- 
tion of that gas; the gas not being owned at any 
time by the pipe line company. That transportation 
rate, being transported interstate commerce is 
subject to regulation by the Federal Power Commission 

MR, FRAWLEY: Like the jurisdiction of- 

MR. VAN SCOYOC: Like the railira ds: 

MR{ FRAWLEY: Oh, I see. Now will you 
tell me this: Under what conditions would you say 
that the producer of interruptible gas is being 
subsidized by - my interest lies in the producer 
of the gas in Alberta - would you give me in your 
view the relationship between the price which the 
producer gets at the well-head and the use of that 
ga6 in Ontario om Quebec In interrupvibie cates, 
What if any relationship exists there? 

MR. VAN SCOYOC: If the price at which 
the gas was sold for ultimate consumption was less 
than the amount paid for that gas in the field 
to the producer, plus a fair allowance of the 
transportation cost, then I believe it would be 
subsidized at the expense of some other consumer. | 


of gas supplied by that pipe line company; assumin 
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the pipe line company over-all received a fair 
rate of return. 

MR. FRAWLEY: in your erminolory 
do you have the expression "dump gas" or "dump 
basis"? 

MR. VAN SCOYOC: Yes, that is a term 


which has been applied to sales - as, if, and when 


characteristic. In other words,may ‘be discontinued 
immediately at the option of the seller and normally 
at whatever price the seller can get for it. 


MR, FRAWLEY: And. that is sold at a2 


comparatively low price? 

MR, VAN sCOYOC: Normally i02is sold 
substantially below firm gas and somewhat below 
| some interruptible gas. 
| MR. FRAWLEY: That is the sort of 
thing that should not be allowed to obtain in your 


view. 


MR, VAN SCOYOC: Well you mean as to 
making those type of sales? 

MR. FRAWLEY: Yes? 

MR. VAN SCOYOC: Well I am not taking a 
position that all interruptible sales are bad 
per se, I am saying that they should carry their 
share of the cost and that operation should not 

be subsidized by other classes of customers. 


MR. FRAWLEY: Tt would pe fair to “say 


if you were making comparisons, that that would be 
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the least desirable sort of interruptible sale? 
MR. VAN SCOYOC: Well I don! know, 
"least desirable" from whose point of view? 


MR, FRAWLEY: From the standpoint of 


transmission company? 

MR. VAN SCOYOC: Well yes, from that 
point of view certainly because the revenue re- 
ceived per Unit is Less: than any other. 

MR, FRAWLEY: Would adequate storage 
facilities minimigd the necessity to make those 
kind of sales? 

MR, VAN SCOYOC: Yes. sir, 

MR. FRAWLEY: Thank you Mr. Chairman, 

MR, CHAIRMAN: Thank you Mr. Frawley. 
Nee Bratnels 17 

MR, COMMISSIONER BRITNELL: Thank you 
Mr, Chairman. Mr. Van. Scoyoc, there is just one 
point I would like to clear up, that I am not very 
clear on just now. Do I understand that Tennessee 
Transmission makes no sales of interruptible gas 


directly? 
MR. VAN SCOYOC: Not directly, no six, 


the danger of diluting the gross revenue of the 
MR, COMMISSIONER BRITNELL: But the 


the customers of Tennessee Transmission do make 


sales of interruppibie?s 


companies, the distributing companies which are 
MR. VAN SCOYOC: Some of their customers 


do. 
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MR, COMMISSIONER BRITNELL: Or some. 

MR VAN SCOYOCs’ 1 would say a2 Cres 
comparatively minor considering the total volume 
of gas which flows through the Tennessee system. 

MR. COMMISSIONER BRITNELL: Do all or 
most of the other gas transmission companies make 
direct sales of interruptible gas to their companies, 
or their customers and the distributing companies 
which they serve? 

MR, VAN SCOYOC: I would say the majority 
of them do make some direct sales, yes sir. 

MR, COMMISSIONER BRITNELL: Well what 
I am trying to get at in getting those facts ig; 

Is there any significance in the practice followed 
by Tennessee of not making any sales of interruptible 
directly to his customers? 

MR. VAN SCOYOC: Well it would be a 
eonpany policy first of ail. I mean they have 
a choice, assuming markets are available. I 
think one of the factors which has probably 
deterred them from getting into that business is 
the fact that they are able to achieve a high 
load factor operation by virtue of the fact that 
there two largest customers, that is the Consolidated 
natural system and the Columbia gas system have 
large storage projects and are able to take during 


the summertime their gas at 100 per cent load factor. 
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MR. COMMISSIONER BRITNELL: So that 
under the circumstances it is quité possible in- 
all the circumstances, including these storage 
factors, it would not be present in all the other 
cases or all the other transmission companies? 

Mit, VAN SGCOYOC'. “That serie cs 

MR, COMMISSIONER BRITNELL: Would it be 
fair to assume that under these circumstances the 
well-head price might be somewhat higher, or 
alternately the cost to the ultimate consumer be 
somewhat lower than would otherwise be the case? 

MR. VAN SCOYOC: Well the well-head price 
itself has been affected of course by the tremendous 
increase in the demand for gas. Lam nowy sure. 
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MR. COMMISSIONER BRITNELL: Whether there 
would be a@ gain to the ultimate consumer from this 
Dractice, 

MR. VAN SCOYOC: Tne practice or 
Tennessee? 

MR. COMMISSIONER BRITNELL: Yes. 


MR. VAN SCOYOC; Cervainiy it 16a earn 


tO the consumer. One thing it has achieved is 


that it has been able to permit the expansion of 
the house heating business in the market areas 


vas from Tennessee. This has made a 


Served. bys 
sreat deal more gas available for house heating 
purposes, and of course, by having [00 per cent 

Poaag Paccor Operavion of the line, tie Gi cosr. 
OPrcne Lime. nave peen reaquced, 

MR. BRITNELL: Thank Vou, Mie. Vans como. 

MR. COMMISSIONER HOWLAND: Mr. Van Scoyoc, 
just a matter of fact. In the regulation of wellhead 
prices in the United States, if the transmission line 
itself produces sas. and incorporates that gas an its 
orice structure, is there any segulavion cr ecaay 
DeLce? 

MR. VAN SCOYOC: Yes. There 2s.4 1aitoke 
history to that. Up till 1954 the Commission regulated 
the production of the pipeline producers On 4 cost 
basis. In other words, their cost of wells and 
gathering lines went into the rate base, and they 


were allowed to recover their cost of operation, 
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treated exactly the same way as any other facility. 
In 1954 the Commission in the Panhandle case departed 
from that policy and used what was termed the weighted 
average Tileéid. price, That case went to Court, and 


the Court of Appeals for theDistrict of Columbia 


in the case known as the City of Detroit case held 


that the Commission could not depart from the cost 


basis of regulation unless they justified giving the 
companies anything above Cost, land could net just 

use 4 ‘differents method without: justit yang ao, ane 
remanded the case to the Commission, The Commission 
has not taken any furvher action upo0n thek case. 

The whole matter is in a ‘state of flux at the moment.. 

MR. COMMISSIONER HOWLAND: If a trans- 

| WLEssion company Ls partially owned by 42. producer of 
| 
eas, wouldthat also come under the same cavegory ? 

MR. VAN SCOYOC: Veciheis Les The Commission, 
ae I believe I mentioned this morning, has serutinized 
all transactions between affiliates, and where there 
is a producer asrfiliave it has uothe pact poniyabecn 
allowed to-go intvoethe costcomieas cojrme pipeline 
company, the cost of production experienced by the 
arfitiate, ineludingdalfarrivatetorerceure Onpan io. 
its facilities devoted to the production operation. 

MR. COMMISSIONER HOWLAND: Thank you, 

MR. COMMISSIONER LADNER: Meo Van Seoyos, 
I would like to ask you two questions that I do not 


think have been raised here. Do you know whether or 
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not gas passing through the United States, as in 
the case of the Interprovincial Pipe’ Dine =e) in 
bond, and whether it- is subject to customs duty? 

MRss VAN SCOVOCs 1) ie tac not know, sir. 

MR. COMMISSIONER LADNER: i should say 
"Olle Losaim geass. Ghoshowias ye VOL 

MR. VAN Scoyoc: No, sir, I am not familiar 
with the oil pipeline operations. 

MR. COMMISSIONER LADNER: Whether or not 
that operation within the United States is Subject 
to the income tax laws of the United States? 

MR. VAN Scoyoc: I am sure that anyone 
who makes any profit in the UNnivech states ais sub ject 
to the income tax laws and TI am certain that the oil 
pipelines will have to pay a tax if they make a 
profit in the United States. 

MR. COMMISSIONER LADNER: Even though 
the oil was passing through in bond and it was just 
a transit performance? 

MR.VAN SCOYOC: Tienoror it Stor course, 
Lom 2 United States oad pipeline would be derived 
entirely from a return on the rate base, the cost 
@ its facilities, and» Isdo not believe the question 
of whether or not the oil went through any bond ovr 
whether it was subject to customs would have any 
effect on theprofrinss Mhersroritw woul docone only 
through a return on the rate base, 


MR, COMMISSIONER LADNER: Thank you. 


Kk ae ‘wehade bene 
ak ot Gath a/b i 
CAM GME OS) i onleae 

pee. .werel Por ib, Sa | 


my on i  ) eae a ate 
ome fglreatie «hE 


re | 
Pip 


fal Jy RM Ls FORM yt 


je <0 

90 ate ; 
te Ge 

pa fiTrys “8 eo) ie 

ie. Bf yy 

o Th: ett hae f 
aT: * 
of 
ats SKY ‘6 


OG Svar blu. andjgeb>ag aust se ast at bday 


SLi 2a ee) ore ae oe: ghetto’ 


5. prod Bs, 


Hy Bcf es Pe wih 


psp Hast hd ‘or 


Tea tiae. te 
iy, gosta Pa: 3 ‘feat NEAT, f cote thon 1M €) Bi - / te i i, 2] 


tn" eg ative: Be SOMOge. ~~ Fi *5 


‘i 


4 Nie  Okas 


Joye’ haiRiA ; REO: 


badig's rag rRg ant at ie w | 


wee. TE BS Se ee ot ae 


eet he, Jays ome Corba a eas eionkeue 
gt Souk (Por, hie brs! atpnend leit eth: m. 


ech Lode OF sau 


7 Pus eh , 


hey ti ead xe 


c€ 


ise fecdteat 
at pete ‘aad: nd attest | 


+ 
- 
= 
+ 


es 


AS DOS Ee siertnis ‘notes, oan the: ati 
ye et a Stent B, 


woul, ‘2 0% 


Ainwoudd Jee ce sa tba: xo samhtiv me | 


Susd), délgns- Babs tie i apy 


ANGUS, STONEHOUSE & CO. LTD. : 
TORONTO, ONTARIO 7567 


MR. COMMISSIONER HARDY: Mrs MeGrach, on 
this storage business again, I think we have to 
mecogniuze that youceannot go out and create one 
storage at the end of a pipeline. It is perhaps 
a unique situation that you have in which you have 
depleted oil fields or gas fields near your consumer 


market. 


MR clad SEMCGRATES That’ LS now exact Ly 
GOLPeCct.. 

MR. COMMISSIONER HARDY: How else can you 
store it? 

MR. dd. MCGRATH: Hor exanpiles take” tine 
Louisville Gas and Electric Company, which is a 
distributor in Kentucky.  ~They have developed svorace 
fields in an area where the substrata of the earth 
is such that it can - contain gas without gas escaping. 
They have what is called the water bubble down there, 
where the gas is injected into the various segments 
of the earth that they happen to be using and, 
by the expansion of the gas pushing the water against 
the side of this impervious’ rock, Uhey ‘are apie te 
contain gas in what they call the gas bubble, or 
the water bubble. That is used to store gas during 
the summer months. It was not a depleted gas or 
Oeil? UreLeils 3 

MR, COMMISSIONER HARDY: So. that con- 
ceivably you could develop than sorl. Of Srorace 
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in any permeable strata that woulda hold gas? 
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MR. J.J, McGRATH: Yes. It was an 
impervious cap rock or something where it was 
susceptible to storage, 

MR. COMMISSIONER HARDY: Would I not be 
right in assuming that the amount of storage utilized 
in the United States at the present time of that type 
would be a very small percentage? 

MR. dd. MCGRATH. Siliew 2s Correcum oul 
one Of the largest underground eas: svomace pro jecus 
us the so-called Herscher Dome in lid inoves were us 
a gas bubble and one of the largest single underground 
storage Ticlds in-tne United Staves=vharvel know on, 
They have had trouble with ity; bun ae is sci 
delivering, to my knowledge, about 400 million cubic 
Feet of gas a day during the winter peak periods, 
woich 18 a substantial avout oP asst orvamy pipeline. 

MR. COMMISSIONER HARDY: The problem we 
have been concerning ourselves with in our discussions 
in the Commission here has been the availablé storage 
fields in Ontario, where thérefare depletedmeac 
fields, and I would think that from your arguments 
on economic conservation that it would follow, it 
would be an axiom almost, that you should automati- 
cally develop any available TIlelCSa (Or “Chace minc wo 
the maximum extent possible? 

MR. Jed. McGRATH: Phau Ls Correct, 


MR. COMMISSIONER HARDY: But would you 


do it on conservation grounds? 
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MAS. de MCGRATH" Prthink that we weulrd 


5 


do it on economic grounds too. Take the illustra- 


tion of the Herscher Dome, for example, that is 
deterring apoub Oem shron cubLe Peer a day. 

Li “ene capacivy was nowavallabple Pient close vo 

the market, the Herscher Dome -- I forget the dis- 
tance but it is something like 40 miles from Chicago, 
and 2 Way be wrong “On Thar, uc 15 2s relarively 
close: ‘to the City of Chicago, which is’ a tremendous 
market. Without that field the pipeline company 
Sserpvane Chrcaco- woulo Nave vo Dudld pracuically an 
entireiy New pipeline - “av considerable capital Cos. 
to deliver 400 million cubic feet a day from the 
fields in Texas or Kansas or wherever it might 
purchase it. Solu Nas a detains te ~economve benerar 
to the pipeline company, apart from the conservation 


aspect, which is a very imporcvanv element: tco, 
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MR, COMMISSIONER HARDY: What do you 
mean "on economic grounds"? For instance, the 
figures that were given us in Toronto a few days 
ago were to the effect that in Ontario the 
Union gas storage that has been rented by a gas 


distributing company of Ontario, the cost to 


them is 31 cents, I think it was, and that appears 


to be based on economics such as this, that the 


price range for interruptible gas is 40 cents 
lower than the price of firm gas, but then there 
is a much bigger differential in that, that 50 
cents between interruptible and the price to the 
domestic consumer. 


MR. J. J. MCGRATH: When I say the 


economics I was then referring to the capital 
expenditure that would be required by a pipe line 
company to add additional facilities. Going 
back, if I may, to the illustration of the 
Chicago market which is served by the Natural 

Gas Pipe Line Company of America, they are pro- 
posing a loop to their pipe line system costing 
approximately $185,000,000.00, new money, capital 
expenditure. If enough storage were available 
to provide the capacity that has opened up into 
the system by reason of the addition to the line, 
by storage at a cost of $30,000,000.00 I think 
the benefit to the consumer is obvious in that 


it can cost much less to develop the storage than 
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it Would be to loop the line. I do not know if 
I have made myself clear but - - 

MR. COMMISSIONER HARDY: I see that 
all right and I think there is a point there that 
one of the difficulties is that the conditions 
under which you figure out your economics vary 
considerably. The distributing company in 
Ontario is not faced with building or looping lines, 
they were faced with the price and the quantity 
at which they buy the gas. 

MR, J. J, MCGRATH: Yes, but if they 
owned the storage - take Union for instance can 
purchase gas from Trans-Canada at a higher load 
factor and store the gas and that is beneficial 
to them, but in the United States, for instance, 
you have the question of your contract demand 
quantity and your billing demand units where 
distributors who enjoy a large heating market 
in the winter must provide capacity for the 
market rather than to build up a high billing 
demand which would increase their over-all cost 
and purchase gas, many of them manufacture gas 
or do what we call "peak shaving" and that could 
run pretty expensive sometimes, let us say 
$1.00 per 1000 cubic feet whereas if they stored 
the gas it might cost 30 cents per 1000 cubic 
Pee, 

MR, COMMISSIONER HARDY: L wonder if 


Me. Van Scoyoc coulG tellus (ft 8in nis experience 
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the Federal Power Commission would force a 
distributing company to develop storage rather 
than to e711 industrial interruptible to main- 
tain Goe Load factor, 

MR. VAN SCOYOC: Normally they would 
not have jurisdiction over a distributor but they 
would have jurisdiction over a pipe line company. 
The Commission has not, you might say, forced 
somebody to put in a storage project but they 
certainly have encouraged it, One of the cases 
that comes to mind is the Trans-Continental Gas 
Line Corporation was certificated in 1948, the 
Commission required the company to make studies 
tO See if they could not find storage projects 
near its market area which was around New York 
City, and these people spent quite a bit of money 
on geological investigations. This storage was 
to be in liew of letting some of the distributors 
use gas under boilers. Now, it is” only recentiy 
that there has been a large scale definitive 
project in connection with the Trans-Continental 
system, but the Commission has encouraged the 
development of storage very strongly. Lt could, 
of course, bY Sts refusal vo eranv a Cerviticare 
of convenience and necessity force a company to 
put on a storage project if they could find one, 
put it has not come to that point as yet. 

MR. COMMISSIONER HARDY: There is one 
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other question, Mr. Van Scoyoc, on a different 
Cople: Is there any precedent for the Federal 
Power Commission giving approval for gas trans- 
mission lines that run parallel to one another 
with gas in one pipe line running south and an 
adjacent line running north? 

MR. VAN SCOYOC: I do not know of any 
major instances of that character, there may be 
particularly in the Appalachian area where you 
have a vast network of pipe lines where they may 
criss-cross and you have a situation where a 
Consolidated natural system transporting gas east 
and the Columbia system west, but not on the 
long distance lines from Texas up to the Appalachian 
area the movement is all in one direction. 

MR. COMMISSIONER HARDY: Would the .. 
P.P.C,. object to the parallel lines: Tose tacto? 
They would not, I take it, from what you say? 

MR. VAN SCOYOC: I think you have to 
take each. case individuality, 1 do nov think: ecan 
generalize on the thing. I have as I say approved 
projects of parallel Lines; sartualiy parallelfor 
where two pipe lines might serve the same market 
from the same general production areas but that 
does not happen very often. 

Mid, 2. MCGRATH? You have pipe lines, 
of course, in the producing areas where they may 


pe passing each other, one taking gas to the West 
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Coast and the other taking it up north, but that 
is the only situation I know where that would 
occur except the Appalachian area. 

MR. COMMISSIONER HARDY: Thank you, 
that is all I have. 

THE CHAIRMAN: Mr. Van scoyoc, does 
bhe f,Pl.C,, im Your experience, in considering 
an export permit for natural gas from the United 
States look into the question of the price at 
which that gas is going to be sold? 

MR. VAN SCoyoc: It would not be a 
major consideration, I do not believe, in so 
far as issuance of the export licence. They 
would have knowledge of this but I do not believe 
that would be a point on which the granting or 
the withholding of the grant would rest. 

THE CHAIRMAN: You do not think it 
would be a material factor that the Federal 
Power Commission would take into account in 
recommending whether an export licence be 
granted? 

MR. VAN SCOYOC: No, I do not believe 
they could do that the way the Natural Gas Act 
is written. 

MR. J. J. McGRATH: Mr. Chairman, I 
disagree with Mr. Van Scoyoc's interpretation 
of that somewhat. TI think in my experience with 


the exportation cases that one of the factors that 


ca aedk: an 
7‘ 
1 
ee th s 
© , AY i 
iW = 
Fe 
=e 
8 “i 
ra 
i wi f 
’ ¥ 
, 
A, ot ‘ 
iP fe 
Ae 
A, “ 
, z ve ae 
wer: ies 


“0 2a sy ie ari ay + oe i iw ts a f sroges | he 
iy yet | 
epee) Std “ott tad betars i ae 


ee Veen maa? eae a (ae } 
are) Foe AA oo ; Wee 
; vik : cy Rese c ] if 
‘ A Belkin cays k 
cs ts vi ie Hi “ : ‘ ; ‘ ‘ ae r ony } i iA Lanoo: ao [, a 


ab yet) ek Pee ee) egal ty a net ova. i fuew 


aT 


A ek eae vactd Ait ee © uae a 


ae 


seaside hi ce t Ba 


ea kt om er? : e) " i 
: a v i 4 i ni " i ves twa 
P i rol ‘ i Ay 


ne =e a 
i ai - ; Ory 1 © 
3 is " y, 4 a re kl pial I q 
An ono tiie ae Dee bah | = 
: ’ Ve is 1 . i) 
; Ale SS) ute . ae r . A] 
‘ se NG eae) : oP 
* OF 4 4 oe Toe) 4 ly é ‘ ’ 
Coy a ee etd | ‘ he 4 pideitd.tw sit ; 
oF ie 
: 2 hee ha es 
’ Sa ey 
. 7 : 
Hl t my a. Pp; 
! ang , 
. 3 Ho weg L 
Bela ha a | Oo Bit a ea Dow 
are “ 
; gs ' is 
: y 
o i ul a Whee ey DUP rh} (i's 
F ; ¥ Poe, 
, . ‘ pr, 1 tap . y 
oo 4 ear Dead Sie 
rWtio ml A 
Kane ; 
rakes } iW Jat ifr oy maser: 
eae 
nt cee & 
oy ak fie is 
PRI RASS Od 
i Tabbed: 
: i Say | 
i 4 he @ rhe 
aps 10) Ste 
» Bis ie we 
» ; a gi 
. a Set a Rees code 
aA) ake 
' Sie Ne als 


Ld ee Ce ee i ; 
A ec ES) Se, Ve Ay pi) Feet, 
ba SC a re 1 +4 ae 
= A f a ah " tee 
2) ORDO ARR SRD ne oengeat 

ons Vg 5 vert an 
ae es ee ela) 

¥ ts ; Pte? i. 
hr fe ‘taigiecmod, Tad alg 

, aia 


genes: 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


the Commission has gone into, at least the 
Commission staff so far as I know the Commission 
itself, has been the price of the gas. As I 
recall the Panhandle export, one of the points 
being made in that hearing was the fact that 
the export to Union was being made at a price, 
I believe it was somewhat more than what the 
distributors - some 120 per cent in that zone 
in Michigan where the gas was being distributed 
in that area. 

THE CHAIRMAN: E50. per centy 

MR. McGRATH: MeO eis we eat. Also 
in the Niagara export by Tennessee the price also 
was considered at that time by the Commission so 
I am somewhat in disagreement with Mr. Van 


Secoyoc on that point. 
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THE CHAIRMAN: Well, would the Federal 
Power Commission have scrutinized the matter more 
carefully if the price had been 80 per cent? 

Mi. odd, MCGRATH:. ‘Tnomy oplslomyi ta youl 
have. 

THE CHAIRMAN: Would the Federal Power 
Commission in your opinion, in granting an import 
permit, look into the price at which the gas was 
sold? 

MAY deo, MIRGRAPHes Wess" Sides 

THE CHAIRMAN: And then, following on 


your theory, they would go back to the wellhead 


price; 
MR. J.d. McGRATH: For the imported gas? 
THE CHAIRMAN: Yes, 
MR. J.J. McGRATH: Dimou o tr, 
THE CHAIRMAN: They wouldn'tworry about 
that? 


MR. J.J. McGRATH: I am sure they would 
probably worry about it, but I think that they 
would give consideration only to the price that 
is charged at the border and as it relates to the 
other factors. 

In the case of Trans-Canada, midwestern 
Trans-Canada did make a fairly complete showing at 
the FPC hearings on practically every phase of its 
operation. 


THE CHAIRMAN: Would you regard that as 
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a profitable exercise of a waste of time and money? 

MR. J.J. McGRATH: Iothink®itvis a very 
profitable exercise, 

THE CHAIRMAN: If all those screenings 
had taken place in Canada, would not the Federal 
Power Commission accept the certificates of the 
Canadian authorities, or should they not? Would 


it not be better, from the point of view of export 


and import of natural gas between the two countries, 
if such were the case? 

MR, J.J. MeGRATH: oy liam nove sures l-under= 
Scand your question, Your question was, if the 
Federal Power Commission took into account all 
these factors and considered them, then -~ 


THE CHAIRMAN: No. Before an export 


permit is granted at the present time by the Dominion 
of Canada an export permit has to be granted by the 
pirovince,. letsuse say tLhepProvimce) ore Alberta; a0 
doesnttapply to all. All those factors that the 


Federal Power Commission in its own way goes into 


as to whether they will grant an import permit has 
already been considered by all the competent 
authorities in Canada. Do you not consider that 
the Federal Power Commission going into all these 
matters again is a waste of time and money? 

MR, Woe hCGRATH: 2 think iv would all 
depend on each individual case, but my first re- 


action is that the Commission would not go into 
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all of the matters again. 
THE CHAIRMAN: But you have just told 


me they did. 


MR. Js. MCGRATH: ‘They did in the Trans- 
Canada case, because the government had not acted 
upon the export permit, and in the original case 


involving the importation of natural gas from 


Canada where Northern Natural was going to be the 
importee, in the case before the Federal Power Com- 


mission various motions to dismiss the application 


were made, and the Commission denied the motion to 
dismiss. But a very important element was a sub- 
mission by Commissioner Smith in which he delineated 
various points the applicant should show, including 
the showing that Trans-Canada could carry out the 
service that it was proposing to render to Northern 
Natural, and the importation of natural gas into 

the United States would be compatible or consistent 


with the public interest in the United States. Av 


upon an import permit, and you’ recall that’ Trans- 
Canada was then in the embryonic stage. 

THE CHAIRMAN: Don'tlet's dismiss it as 
quickly as that. Trans-Canada held a contract 
and they also held a letter from the responsible 
minister in the government. 

MR. Jade) MCGRATH: ame rely ine On my. 
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that time the Canadian Government had not acted 
memory there, but not at the time that the Northern 
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Natural export was proposed. I believe, sir, you 
are referring to the hettér of the Honourable 
C.D. Howe, but that was the Midwestern Transmission 
Company in Tennessee two years later, 

THE CHAIRMAN: Let's get back to Westcoast. 
They had to go through the Federal Power Commission 
in pretty great detail even though they had an export 
permit from the Province of Alberta and the Dominion 
of Canada. 

Maw esd. MeGRADH on) Yess 

THE CHAIRMAN: So everything chat. the 
Provincial authorities did and every¢hing that the 
Canadian Government did was again none dnwor 
Washington before the Federal Power Commission. 

Midd icGRATH: Yes. Inethesfivst 
case, the Westcoast Transmission Company also 
proposed a transmission company in the United States 
Gena earecl Tiel, 

THE CHAIRMAN: But that would have 
nothing to do with what went on in Canada. 

MR. Joe, MCGRATH: «No, but tescid 
require the Westcoast Transmission Company in 
the United States to make a complete showing, 
and the showing that was made -- I dor! t know 
whether it was required by Westcoast Transmission, 
but the powers or the management of Westcoast 
in the United States saw fit to put on a com-. 


pletely full-blown case because they felt that 
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was the best thing to do to convince the Com- 
mission that their operation was better than 
Northwest. Now, neither Trans-Canada nor Mid- 
Western were under any obligation, as far as I 
know, by the Federal Power Commission to come 
forward with a complete case from top to bottom, 
tag is engineering, desien,) wate, facilitres 

and so forth, but in my own opinion I consider 

it was a very wise thing for them to do, and I 
think the Federal Power Commission is much better 
off by having that information for evaluating the 
competitive proposals. 

THE CHAIRMAN: Do you think, having regard 
to your practice before the Commission, that the 
export and import of natural gas @s one “source Of 
energy between our two countries could be facilitated 
if any one of those two companies were to accept 
examination with respect to one another in the matter 
Of Fur sdLeoaon? 

MR. J.J. McGRATH: To answer your question 
directly, yes, Sie. 

THE CHAIRMAN: So you would agree with 
my original premise, that what happens is a waste 
of time and money. 

MR. J.J. McGRATH: No, I don't agree with 
the original premise. Your question was whether 
it wouldn't expedite it. IMseie 2 Would, Pub 


still think the Federal Power Commission is better 
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tion proposal by reason of having Trans-Canada's 


proposal spread before them. 


able to judge the merits of the Mid-Western importa- 


foe 5 
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THE CHAIRMAN: Yes, so that you think 
the F.P.C. is better able to judge the merits 
of Canada's exportation as to whether or not 
tne Pac is availaple and so forth and ‘o. on? 

Ma dn ee SCORATHAS =o: Sir,  L derries 
think they are trespassing on that ground in 


these particular situations that we have been 


discussing. One of the peculiarities of each 

one of these cases has been that there have been 
computed applications filed by United States 
companies, and the Commission had the obligation 
to determine which program is in the best interests 
of the United States and the consumers of gas in 


the United States. 


THE CHAIRMAN: There would be no 
question about that. 

MR. od. 2. McGRATH: One of the factors 
which comes into it is the ability of showing what 
ability ‘the various pipe Line companies did have 
shall we say to deliver the goods, and one of 
the factors is the ability of Trans-Canada to 
deliver the gas to mid-western. 

THE CHAIRMAN: I would think that they 
could have accepted the certificate of the Govern- 
ment authorities in Canada on that point. That 
is really basic in my thinking. 

MRod = de ee GH ATH eves Sir. Well they 


might very well do that sir. JI don't know. They 
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very well could have done that; all I am saying 

is I think the Commission is better able to judge 
the matter by having this information spread be- 

Lore. it. Whether it would require it or not 

is anouner chine. 

MB. awa, MOCCRATH: Me Cad Pine janes 
L might say in a proceeding T was in, which was 
the importationc? natural gas from Mexico, the 
Situation was that Texas Eastern Transmission 
Company was going to purchase the gas from the 
Government, or at least a Government owned opera- 
Tio in Mexico. The only presentation that was 
made was submission of the contract with Pemex. 
No representative from Pemex eppeared in the 
proceedings whatscever. Admittedly we ment ioned 
that in opposition that we thought they should 
come: foruh. Pee GilcenObs Come Torin. Yowever, 
the Commission did allow the importation. 

Mie: Seeks CGR AWE: In other words, 
it did accept thesperiit trom the Government, of 
Mexico without any showing as to the ability to 
deliver the gas. 

MR, PRAWLEY: Do you think they would 
be more likely to accept the certificate of 
Mexico than the certificate of Alberta? 

MR dpa ae CGR ATH: IT am sure they 
have great respect for Alberta. 


WR. HALL: Me. Frawley, the 
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Federal Power Commission does many strange 
things in our view, 

MR. FRAWLEY: That is about the 
strangest. 

THE CHAIRMAN: Well it is a genuine 
desire to see if certain things cannot be done 
to facilitate,rather than any matter of criticism 
that I raised my question. 

MR, J. J. MCGRATH: Certainly sir. 

THE CHAIRMAN: Thank you very much 
Mr. Hall for coming before us today, you and Mr. 
Van Scoyoc and Mr. McGrath, both Mr. McGraths. 

We appreciate very well that you came 
to, Calgary in Vepruary,. again sinevay, andsyou 
were very co-operative at that time, We post- 
poned you until today in Montreal, and I can 
assure you that the submission which you have 
presented, you and your colleagues here, is well 
worth while from the point of view of the 
Commission. Very instructive and I am sure 
will be most helpful to us. 

MR. HALL: Thank you. On behalf 
of the group here I wish to express appreciation 
for the courtesy and hospitality. Tt would aike 
to close by making this observation: I am not 
embarrassed by our seeming failure to have the 
perfect answer to the very astute questions that 


have been raised by the Commission, by Mr. 
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Pattillo and Mr. Frawley. It only highlights 
our problems rather than puts us in an 
embarrassing position. 

It leads me to this conclusions; one of 
the great handicaps on the American side is the 
absence of any legislative history at the time of 
the Natural Gas Act enactment, Failure to 
consider these problems then, I feel, contribute 
to the greatest measure and extent to our present 
dilenma. I feel that by raising these questions 
here perhaps other wiser than we will see the 
solution. Certainly any expression on the part 
of the Borden Commission in the form of 
recommendation or in any legislative policy that 
might be developed that would infer recognition 
of some of the facts of natural gas life in the 
competitive sense that we have had to contend with, 
would in our opinion be of immeasurable value to 
your whole fuel economy in the future, and it is 
with that thought in mind that we came up here. 
Without the thought of an adversary attitude what- 
soever; even permitted our all too independent 
private consultant to have free swing. 

We thank you very much, 

THE CHAIRMAN: Thank you very much 
indeed. Gentlemen, the hearing of the Commission 
is adjourned until tomorrow morning in this Council 
ensnten at LO a.m. | 
~-- Whereupon the proceedings adjourned at 435° Dim. 


to be resumed at 10.00 a.m. on Tuesday, 15th of 
July, 1958. 
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